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FOREWORD 


This report is the first in the Series" Studies in National 
Development . The Corporate Studies Group plans to bring out 
research reports dealing with various aspects of regulatory 
policies of the state for national development. 

These reports would be based mainly on data collected and 
compiled at the Corporate Information System for which the 
financial grant and support has been provided by the Indian 
Council of Social Science Research. We are thankful to Mr. P.R. 
Dubbashi, Director, and other colleagues at the Institute for the 
interest and continued support to the Programme. While several 
other friends and institutions also have extended their kind 
cooperation in conducting the study, the responsibility for the 
views and interpretation is that of the members of the Group 
alone. 


S.K. Goyal 
Programme Director 

New Delhi-2 
January 20, 1983 
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The Industrial Licensing System (ILS) is an important 
instrument for determining the direction and size of industrial 

i 

investments in the. country. The System owes its legal authority 
to the Industries (.Development and Regulation) .A.ct; 1951 (IDRA)l 
which was enacted to provide for an orderly and regulated 
development of the specified industries. 2 Though the precise 
objectives of the licensing S3’'stem have never been clearly stated 
at any one place, the operation of the ILS has often been 
justified on the ground that it seeks to ensure that new 
industrial investments in the economy are in accordance with the: 


(i) Plan priorities; 


(ii) Allocation of industries under the industrial policy 
between public, private and cooperative sectors; 


(iii) Reservations for the small scale industries; 


(iv) Directive Principles of State Policy in general, and 
particularly the requirement that the State must ensure 
that the operation of the economic system does not lead 
to concentration of wealth and means of production in a 
few hands to the common detriment; and 


(v) The national objectives of pursuing the path of an 
independent and self-reliant economy. 


1. The IDEA, has a number of objectives. The more important of 

these are to ensure; (i) adherence of new industrial 
capacities to the national pattern of priorities, within the 
overall limits set; (ii) that the industrial capacities are 
utilized in an optimal manner; (iii) that quality, 
distribution and pricing is fair; and (iv) that managements 
do not Work against public interest. The Industrial 
Licensing System has been the main instrument of the IDEA. 
See: INDIA, Industries (Development and Regulation) Act, 
1951. ■■■;■ : : ^ 

2. The list of the IDEA covered industries, generally known as 
Scheduled Industries, has undergone a number of changes over 
time. Tfiere have been re-groupings and additions. However, 
the changes do not appear to have made much difference to 
the coverage of industrial activity by the ILS. 



Provisions of IBM 


In order effectively to pursue these objectives^ and to 
ensure compliance by the,, public n.nd private sector industrial 
enterpisess the IBRA provided for two. sets of -action*' ' One » to 
record and register the industrial, capacities, existing .at; the 
time of its enactment as a one time operation* ' And two ^^ to 'make 
it a statutory obligation on all new inv.estors, ^after,^ the 
enactment, to obtain prior permission of the Central Government 
for undertaking any fresh investment above a given investment 
limit in the Scheduled Industries* The industrial capacities 
existing at the time of enactment were approved v/ithout any sort 
of questioning. 3 Mew industrial investments under the IPRA could 
be in the form of: (a) establishment of a new undertaking (MU); 
(b) undertaking of production of an article not previously 
produced (MA): or (c) substantial expansion of the already 
licensed capacities (SK)*^ 

Scope of Licensing 

Generally speaking, the scope of the ILS is restricted to 
the regulation of large-sized investments in the Scheduled 
industries, and a few industries in respect of which it was 
considered necessary to extend the ILS not nearly for reasons of 
size of investment but also for reasons of consumer protection 
and to safeguard the interests of the small scale, household and 


3* The then existing units in the Scheduled Industries were 
directed to register themselves, for the capacities already 
installed, with“the Central Government* A similar, procedure 
has been followed for undertakings which come under the ILS 
as a result of the inclusion of new industries in the 
Schedule. This is generally known as a 'Carrying on 
Business' (COB) licence. 

Apart from MU, MA, SE 'and CO.E- categories of licences, the 
undertakings desirous of shifting their location of 
production nave also to obtain the necessary permission in 
the form of a 'shifting' licence. 


4 . 
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tiny sectors. As a general rule, all small scale units are 
exempted from the provisions , of the, I1S«5 Under the liberalized 
procedures, starting with 1973, the scope of the ILS ■ has been 
considerably narrowed down by the raising of exeraptlon-limits* 
The present exemption is Rs.3*00 crores for new Investment, 
provided this does not involve foreign exchange exceeding; 15, per 
cent of the ex-factory value of annual production, or beyond a 
ceiling of Rs*4G.OO lakhs for raw materials and parts and 
components*^ The above liberalization, officially speaking, is', 
not available to companies belonging to Larger Industrial Houses 
(as registered under the MRTF Act ) or to those undertakings which 
are registered under the Foreign Exchange Regulation Act, 1973 
(FEM.) * The FEFA companies includes branches or subsidiaries of 
foreign companies and Indian companies in respect of which more 
than 40 per cent of paid-up equity share capital is held abroad* 

To put the coverage of the ILS in positive terms, it is 
obligatory for (i) companies registered under the Monopolies and 
Festrictive Trade. Practices Act, 1969 (MRTPA ), (ii)' branches arid 
subsidiaries of foreign coinpanies and Indian companies having 
foreign equity holdings of more than 40 per cent, (ili) 
undertakings seeking investments of more than Rs* 3*00 crores in 
Scheduled Industries, and (iv) units, irrespective of their size, 
in the specially regulated industries and areas reserved for the 
public sector, to obtain prior perinission of the Central 
Government, i.e* an industrial licence under the IDRA, for 


5* The industries in which even small scale units have to 
obtain a licence are listed in Schedule III and IV to the 
Notification dated February 16, 1973* Schedule III lists 
industries exclusively reserved for the Public Sector as per 
the Industrial Policy Resolution of 1956* Schedule IV lists 
industries requiring special regulations like milk-food, 
leather, matches and alcoholic beverages, vanaspati and 
coal* 

6* The exemption limit was Rs* 10*0 lakhs in 1960 and in 
Apr 11,19/8 it reached the level of Rs* 3*00 crores through 
successive upward revisions* INDIA, Ministry of Industry, 
Notification dated February 16, 1973, (Reproduced in 

Guidelines for Industries, (1982), . p« Sec* III-68)* 



undertaking any substantial expansion or starting a new 
undertaking or producing a new article. 

To ensure that the provisions of the IDE A, 1951 are 
respected by all concerned, there are statutory provisions for 
imposing penalties on the defaulters. The assessment whether an 
undertaking has violated the law by effecting substantial 
expansion, or has undertaken un-licensed items for production, is 
left entirely to "the decision of the Central Government" and 
Section .13 of the IDEA , 1951 makes It clear that the Government's 
decision in this regard "shall be final". The IDEA also provides 
that if any person or an undertaking (then existing) does not 
register himself or itself and get the made endorsement on the 
registration certificate for 'productive capacity of the 
industrial undertaking and other prescribed particulars', or (ii) 
violates the IDEA by establishing a new undertaking or effecting 
substantial expansion: that person shall be; 

"...punishable with imprisonment which may extend to six 
months, or with fine which may extend to five thousand rupees, 
or with both, and, in the case of a continuing contravention, 
with an additional fine which may extend to five hundred 
rupees for every day during which such contravention continues 
after conviction for the first such contravention." (Section 
23(1) of the IDEA , 1951). 

During the past three decades, there has hardly been any 
session of Parliament when the Government was not questioned 
about the propriety, or otherwise, of the granting of particular 
industrial licences. After an uproar in Parliament on the 
question of favours to some Big Business Houses, the Government 
was obliged to appoint a committee in July 1967 under the 
Commissions of Inquiry Act 1952, to review and assess the overall 
working of the ILS, and to report on the favours obtained by 
Larger Industrial Rouses.? In 1959, the Monopolies and 
Restrictive Trade Practices (MRTP) Bill was adopted by 
Parliament. Under this Act all applications for licences from 


7. The Committee was called the Industrial Licensing Policy 
Inquiry Committee (ILPIC); it was headed by Subimal Dutt. 



the assoeiates of monopoly houses and product monopoly companies 
are expected to be reviewed by the Central Government from the 
viewpoint of concentration of economic power and product- 
monopoly. The latter may refer these cases to the MR TP 
Gommission for detailed study.B Each year a report on the 
working of the ILS is presented to Parliament, and information 
on the extent of capacity utilization in major industries Is 
compiled by the DGTD. 

Slmplication of Licensing Procedures 

Whether the ILS has been an effective instrument for 
ensuring regulated industrial development in India may be 
debatable. But the frequent protests of the Indian and foreign 
industrialists and chambers of commerce and business 
associations, have tended to create an impression that the ILS is 
an important but negative instrument which restricts investments 
and grov7th and discourages new entrepreneurship and 
industrialization. In a poor and relatively less industrialized 
country, which has inadequate resources (particularly in respect 
of entrepreneurship and capital)-, the Government's role should 
be, it is often argued, that of a promotor and not of a damper. 
Instead of having the ILS, the Government should on this view, 
encourage, assist, protect and promote private sector industry. 
These arguments would hold good against all forms of economic 
intervention by the state. That is to say, such arguments are 


8. The Union Government refers only a few cases of the MRTP Act 
registered companies to the MRtP Commission. In moSf 'Ca'S^ 
the Government invokes the discretionary powers enjoyed by 
it under the HRTPA. The Sachar Committee observed that out 
of the 618 effective applications received by the Central 
Government from June 1, 1970 to December 31, 1977 under 
Sections 21, 22 and 23, only 59 cases wore referred by the 
Government to the Commission. INDIA, Ministry of Law 
Justice and Company Affairs, High Powered Expert Committee 
on Companies and MRTP Acts: Report , New Delhi, 1978, p.250. 
15Xso seel KRurana^ Rakesh, Growth of Large Business: Impact 
of Monopolies Legislation , New UelRT', Wiley LAstern, 1981. 


based on the norm that in , the state should have a minimum .role ■ to 
play in economic' affairs* According to this line of thinking the 
entrepreneurs alone should decide what to produce, where to 
locate industries and at what prices to, sell* These arguments 
would be substantially valid in the overall' framework -of . a 
country which has no pretensions to national planning, no- social 
or political commitments of -a socialistic or^ socialist .nature to 
honour and which does not have to protect or promote certain 
categories of economic activities, ( e*g* Khadi, 'Village and 
Small-Scale Industries), or which has no Directive Principles of 
State Policy that must be complied with as a Constitutional 
stipulation* 

In India, the need for planning was indeed argued by 
Captains of private industry in the document, A Plan of 'Economic 
Development for India , generally known as the Bombay Plan, in 
1944. The Indian industrialists had not taken the view (at least 
in the pre-independence era) that the state should not intervene 
in the economic life of the country. Ouite contrary to the 
position many in the private sector may take now, the Bombay Plan 
suggested establishment of a Supreme Economic Council under the 
Central Government. Indian industrialists, therefore, cannot be 
said to be wholly opposed to an active and direct role of state 
in planning or to the philosophy of industrial licensing. The 
criticism of the ILS from the private sector has, however, been 
on the question of (i) long delays in granting approvals; (ii) 
avoidable, cumbersome and time-consuming procedures; (iii) large 
amounts of unnecessary information being asked for; and (iv) 
excessive bureaucratic discretion against which no appeal could 
be made.^ The criticism has not remained without any impact. 
The Government has responded to it by constituting official 

9. Apart from the numerous Memoranda by the FICCI, ASSOCRAM, 
AIMO and other private sector .-associations, this .criticism 
has very often been voiced by leading industrialists of the 
country through their public statements, direct 
communications to the Prime Minister and through company 
chairmen's speeches published every year in most of the 
national dailies. 



commmittees to recommend measures to simplify procedures and 
streamline the processing of applications for licences. The first 
such Committee was appointed as early as in 1963. A number of 
important changes in the licensing system, on the plea of 
simplication have been adopted as a result of the recommedations 
of these Committees. 


In practice, the efforts at streamlining of procedures have 
invariably ended in making the scope of the ILS narrower. 
Whenever the exercises for streamlining of procedures were 
initiated the standard argument has been that since the number of 
applications for grant of industrial licences was far larger than 
what the administrative system could handle, it was advisable to 
cut down the number of applications by raising the exemption 
limit or by delicensing a few industries. The exemption limit 
from the licensing system, which stood at Rs. 10 lakhs in 
February, 1960, was raised to Rs. 25 lakhs in January, 1964 and 
to P<.s.l.00 crore in February, 1970. The present limit of Rs.3.00 
crores, suggested by the Ramakrishna Study Group, came into 
operation from April 28, 197B. A further raising of the 

exemption limit to Rs.5 crores is being contemplated,^^ 


10. In 1963, the Swarainathan Committee was constituted by the 
Central Government with a number of industrialists as 
members, to suggest simplication of procedures and 
regulations on industrial licensing and other related 
matters. The Committee submitted its final report in 1964. 
See India, Ministry of Industries, the Final Report of the 
Industries Development Procedures Committee, 1 964. The 
Committee was re— constituted in 1965 and another Report was 
submitted by this reconstituted committee in 1966. Another 
Study Group on Industrial Regulations and Procedures was 
appointed under the chairmanship of G.V, Ramakrishna, to 
review licensing and other procedures in order to remove 
impediments in the acceleration of industrial production. 
This Group submitted its report in February 1978. The Group 
recommended, inter aliathe raising of the exemption limit 
for industrial licensing from Es. 1 crore to Rs. 3 crores. 

11. Cf. The Business Standard, Calcutta, December 25, 1982. 


Administration of the ILS 


At one level, it would be relevant to ask for information on 
the number of cases in which the Government has taken punitive 
action against those who violated the provisions of the IDRA. To 
the best of our knowledge, no one has so far been imprisoned nor 
has any company been fined for violations of the ILS. 
Considering the absence of any significant instances of this 
“kind, one could, academically speaking, take a view that the 
absence of such cases only indicates that the ILS Instils so much 
fear in the minds of the industrialists, that no one has ever 
dared to violate it. Such a view cannot be sustained because for 
more than ten years, cases of violations of the ILS have been 
brought to public notice time and again. Apart from individual 
press reports, the Industrial Licensing Policy Inquiry Committee 
(ILPIC) had cited at least 45 important cases where actual 
production was far in excess of the licensed capacity.l2 The 
Hathi Committee on the Drugs and Pharmaceutical Industry had also 
brought out a large number of specific cases of violations. 13 
That violations of ILS have been quite frequent is evident from 
the fact that within a short span of two years the Government was 
obliged to make two successive policy declarations to "regularise 
the installation of excess capacities."!^ It seems that the real 
reason for the absence of known cases where punitive action has 
been taken by Gov eminent does not lie in the absence of 
violations. The explanation for this failure lies somewhere 


12. INDIA, Ministry of Industrial Development, Internal Trade 
and Company Affairs, Report of the Industrial Licensing 
Policy Inquiry Committee, 1969'THet‘eiafcet tAfetted to afe the 
ILFIC Repott), Appendices, Vol.III, pp.57-62. The Committee 
furthd? Pe^orted that, in many cases excess installed 
capacities were later regularised by Government, and 
recognised through allocation of raw materials on the basis 
of the actual capacities. (Main Report, p.95). 


13. INDIA (Ministry of Petroleum &- Chemicals) Committee on Drugs 
and Pharmaceuticals; Report , 1975. 


14. Vide Notifications No. S.O. 703 (E) dated September 4, 1980 
and No. S.O. 529 (E) dated July 26, 1982 of the Ministry of 
Industry (Department of Industrial Development). 
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else. The explanation by the Ministry of Industry in its Annual 
Report for 1981-82 reads as follows: 

"... the penal action for the violations of the provisions 
of the IDR Act vrhich so far generally went unpunished 
because of the limitation of one year laid down under 
Section 468 of the Criminal Procedural Code as the offences 
usually came to light after the one year time limit."lh 

This may be a genuine reason: however, the question needing an 
answer is: why did the Government take more than three decades to 
realize that the IDRA couldnot be legally enforced? Further, can 
it be the case that the violations of the IDRA have been made 
without the explicit support of the other government departments? 
Let us assume, for the sake of argument, that some undertakings 
were able to establish new undertakings or excess capacities 
through new investments without prior approval. Was the enhanced 
production undertaken without obtaining enhanced quantities of 
raw materials, (many of which are state controlled and imported), 
and additional power? And supposing the violating undertaking 
did not require any permission for enhanced inputs, was it not 
open to the Government under the IDRA itself to insist on a price 
reduction to enable the consumers to have a share in the 
economies of scale harnessed by the undertaking? To argue that 
since the necessary penal action could not be initiated within 
one year the Government had no option but to ignore or to 
regularize the excesses does not appear very convincing. For, 
there is a variety of actions that can be taken to ensure that 
industrial enterprises respect the spirit of the industrial 
regulations . 

Production in excess of licensed capacity is only one kind 
of violation of the licensing system. An undertaking would be 
violating the spirit of the regulations if it resorts to non- 
implementation or gross under-utilisation of the licensed 


15. INDIA, Ministry of Indus try , Annual Report 1981-82, p. 10. 



capacities as this could be aimed at pre-empting entry of others 
with the desire to maintain a monopolistic or dominant position 
in the industry. If production is undertaken without a licence 
on the false plea of 'non-applicability' of the licensing 
provisions it could amount to deliberate flouting of the ILS. 
Similarly, if the licensee does not honour the conditions 
attached to the licence this could have serious consequences on 
other economic and plan objectives. Such conditions could be with 
respect to location, supply of a minimum proportion of output to 
other manufacturers, pricing, or export commitments. 

Definitions and Concepts 

Prior possession by the industrial undertaking of an 
industrial licence, 16 issued by the Central Government, is a 
legal requirement to "manufacture specific articles" included in 
the Schedule to IDEA. Each licence contains information on the; 

i) Name and address of the undertaking, its owner and the 
location of the manufacturing activity; 

ii) Scheduled Industry; 

iii) Articles produced or to be produced; 

iv) Annual production capacity for each item; and 

During the administration of the ILS over the past three 
decades a number of questions have been raised with regard to 
the precise and operational meaning of; an undertaking , (should 
it be a factory unit or an ownership unit?);17 the concept of 

16. Industrial Licences and Registration Certificates are 
treated as the same because the latter were issued as part 
of a one time operation to deal with the industrial 
capacities of undertakings existing at the time of enactment 

v) Conditions attached. 

17;.:; :: ILPIG ■ Report- ;; (Main)., v:p.2:8:.:::o;;;:: 



capacity , (is it rated technical capacity, economically viable, 
operational, or the cost efficient capacity, on single or 
multiple shift basis, or does it mean the maximum permissible 
limit for production); 18 and the legal basis of imposing 
conditions attached to the licences issued, 19 A good deal of 
ambiguity on the above issues has continued to exist from the 
very inception of the IDRA. 

The entire question of capacities as endorsed on the 
licences was reviewed by the Government in 1975. It was decided 
to bring the capacity endorsements under the ILS on a uniform 
basis. The undertakings which held industrial licences specifying 
single or double shift basis, were directed to obtain fresh 
endorsements on their licences for capacities, on the basis of 
maximum utilization of plant and machinery.20 The Government 
notification on the subject, however, did not make it clear if 
the endorsements were obligatory or merely desirable. In any 
case, one should assume that in their own interest, the 
industrial units would liave taken advantage of this opportunity, 
to obtain enhanced capacity endorsement for the excess capacities 
established in the previous period. The process of endorsements 
was required to be completed within six months. 

It is somewhat difficult to keep track of the latest 
position with regard to the rules and procedures applicable at a 
point of time under the Indian ILS. The changes are made very 
frequently. And these very often involve not only revisions with 
respect to exemptions and reservations, but also regularizations, 
ban lists, special concessions, preferential treatment in 
administrative processing as also a number of 'Ifs', 'buts' and 


18. Of. Ibid , pp. 37-38. 

19* Cf. Ibid , pp. 7 2-73. 

20. See Press tTotes of January 28, 1975 and August 7, 1975 as 
reproduced in INDIA, Ministry of Industry,' Department of 
Industrial Development, Guidelines for Industries (1979), 
Part-I, p. Sec.v-1 and v- 12 . (Hht'eaf tdT referred to as 
.GuldellneS'"fdr :Indus tries);' 
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'provideds'. It is, therefore, no surprise that to a large many 
the ILS remains something of a mystery. 

Government regulations in India are known to be invariably 
so framed that considerable discretion is left with the dealing 
civil servants. This discretion is frequently exercised under the 
general plea of safeguarding of '^public interest". Similarly, 
official announcements generally leave considerable scope for 
multiple interpretations. The frequency of policy and procedural 
changes and the resulting uncertainty about the validity of a 
licensing policy for any minimum period of time and the 
ambiguities make the ILS a complex system. To illustrate, the 
Guidelines for Industries , an official publication of the 
Ministry of Industry, explains the current provisions for an 
aspect of the ILS, l.e. , the exemptions from the ILS, in the 
following words: 

The current provisions for exemption from licensing are 
governed by a Notification issued by Government on February 
16, 1973 as amended by Notifications issued on 18th June 
19/3, 31st October 1973, 26th February 1974 (two 
notifications), 29th August 1974, 12th; February 1975, 19th 
May 1975, 2ist July 1975, 13th November 1975, l'9th November 
19/6, '4th April 1978, and 26th. April 1978.21 


Till October 1982, the Notification of 1973 was amended 43 
times, with as many as 11 amendments in 1980 alone! There have, 
of course, been a number of important changes in the industrial 


policies between 1978 and 1982. The two important ones were in 
the form, of policy statements by the concerned Ministers; first , 
by: Mr. Gharhn jit Chanana on July 23, 1980, and the second by Mr. 
Narain Dutt .Tiwari on .4pril 21,. 1982.22 , 


21. Ibid ., p. Sec. 1-8 

22. For an assessment of the consequences of the two Statements,, 
see; S.K. Goyalj "A Preliminary Survey of Excess Industrial 
Capacities with the Indian Corporate Sector — Some 
Implications of Industrial Policy Statement of July 23, 
1980", Working Paper No. 6, Corporate Studies, Indian 
Institute of Public Administration (IIPA), July 28, 1980; 
K.S. Chalapati Rao .and K.V.K,., Ranganathan, "Industrywise 
List of Companies Having Ex,cess Capacity/Production", 
Corporate Studies, IIPA, (Mimeo); and S.K. Goyal, "New 
Industrial Licensing Policy - An Empirical Assessment", 
Working Paper No. 11, Cornora-te' Studies, ItPA, April 23, 
1982. 
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The ILS has been assigned an important position and status 
in the overall governmental system of economic regulations^ , Even 
though the ILS has been an important instrument^ there have been 
very few empirical studies of its actual working* Two important 
investigations were those of Hazari (1967)23 and the Industrial^ 
Licensing Policy Inquiry Committee (1969)24* These, studies' 
pointed out a number of defects 'in the working of the ILS* 'It is 
believed that Government took note of these studies and announced 
policy changes in February 1970.25 The specific instances ^ of 
favour brought out by ILPIC ^ were referred to a Commission of 
Inquiry. The Commission, however, was dissolved by the Janata 
Government in 1979 as it could not complete its inquiries even 
after eight years of its working. 26 

Present Study 

, ■ The thrust of the ILPIC, as specified by the Terms of 
Reference, was to inquire into the ILS from the viewpoint of 
probable favours obtained by the Larger Houses and the 
consequential furtherance of concentration of economic power in 
the economy. While there have been a number of industry studies, 
the first study on the extent of capacity utilization in the 
Indian industrial sector was attempted by the USAII) in 1964« The 


23. Hazarij, R.K. Industrial Planning and Licensing Policy?- Final 

Report , P 1 aniilhg Cbm ml s ■■■ 7 gg ■, , ■: 

24. INDIA, Ministry of Industrial Developmerits Internal Trade 
and Company Affairs, Industrial Licensing Policy InQuiry 

■ f^ommittee: Report , 19&9, Delhi. /: 

25. After considering these reports a number of decisions were 

announced in February 19/0o See: INDIA, Guidelines for 
Industrie s V 1979, op. cit. , Part I',^ ■ p. ; ; Sec . ■ 1. 1 -^.6 . ’ ' : ' 

26. The commission of inquiry was headed by Justice Sarkar and 
was known as the ’’'Commission on Large Industrial Houses”, 
(1970). No report of the Commission has been published. It 
was wound up on the plea that the Commission could not serve 
any useful purpose as even aftex eight years of its 
functioning, it was unable to come to any final conclusion 

on its terms of reference. ' The Commission is reported to 
have experienced non-cooperation from the official and other 

';■■v;:■^::::>■;:;:-y■egene;les^,,upart^'::■f■^r0m:■ '::3udiclai^;;sbay:'^^ 


USAID Study underlined the existence of large under-utilized 
capacities and identified the main reasons for it in the lack of 
demands shortage of critical raw materials and labour trouble^ 
The policy conclusions of the USAID study werfei conveyed 
separately#?.? A recent study in the area of capacity utilisation 
has come from the Tata Economic Consultancy Services (TECS)»28 
TECS study argues that for the more efficient use of the 
industrial capacitiess ^’conditions will have to be created 
whereby they are stimulated to achieve this efficiency as a means 
not only of survival but also of expansion^ growth and greater 
profitability”#^^ 

The objective of the present study is not to cover the 
ground already covered by previous studies or inquiries or raise 
similar questions once again# This exercise has been undertaken 
to make an empirical assessment of the degree of effectiveness of 
the Industrial Licensing System# Has the growth of the Indian 
industrial sector, particularly the large corporate sector, been 
regulated de facto to ensure that Indian industrial development 
is in accordance with national priorities? Or, conversely, does 
the regulatory legislation exist primarily as a result of a 
historical accident and less as a purposeful instrument of 
development and regulations? The intention is to examine whether 
the ILS has the teeth, and the requisite strength in its jaws, to 
bite; and to assess the administrative and political will on the 
part of the policy makers in making the system a meaningful 
apparatus for planned development of the country. 


27# The USAID studies are believed to have contributed to the 
decision to devalue the Indian rupee in June 1966* See V*K# 
Ramaswami and D#G. Pfoutz, Utilization of Industrial 
Capacity, Government of India Atid t he Uhl te t a t e S Agency 
Tor International Development.,. 1965; and Nancy Slocum, 
^Underutilized Industrial Capacity in India; Exploration of 
Measures and Causes” Final Report submitted to Economic 
Affairs Division, USAID, New Delhi, under contract No.AID- 
368-1440 (Mimeograph) (date not indicated). 

28. Tata Economic Consultancy Services, ’'Capacity Utilization in 
Indian Industry” (Mimeographed and sponsored by the 
Associated Chambers of Commerce and Industry of India), May 

19S2. 


29* Ibid*, p# 219A# 



The study, we hope, will provide an empirical basis for an 
objective discussion and to examine the extent to which the 
industrial licences once granted, get implemented, i.e ., to 
compare the licensed and installed capacities with the actual 
level of production reached by the licensees. The reference year 
for this capacity Survey is 1979. Chapter-II presents the 
Overall coverage and methodology of the Surve y. Chapter-Ill 
outlines the pattern of capacity utilization and production based 
on the Survey , covering 769 selected companies. Chapter-IV 
consists of a Review based on nearly 2,000 company Annual 
ReportsSO. This Chapter highlights various aspects of the 
functioning of the country's Industrial Licensing System as 
revealed in the company Annual Reports. Chapter-V provides a 
summary of the main findings and conclusions. 

The ILS has been viewed from, two angles. One , through a 
Survey of the licensed and installed capacities and actual 
production, of the stock-exchange-listed companies in India. The 
Survey may be of interest to the Planning Commission and the 
Ministry of Industries and the Department of Company Affairs in 
exploring policy alternatives to deal with the situation 
prevalent in the organized sector of the Indian economy. 

Two , taking advantage of the leads provided in the Survey , 
an extensive Review of Company, Annual Reports was undertaken. In 
India, company Annual Reports are, among other things, an 
important source of information and data, as reported by the 
individual companies themselves on the question, of the leyel of 
licensed and installed capacities and the level of actual 
production. The Review of Annual Reports provides an insight 


30. The Corporate Information System (CIS) of the Indian 
Institute of Public Administration has a library of Company 
Annual Reports . Special emphasis is placed 'on covering 
stock-exchanges-listed companies , companies registered under 
the MRTP Act, all foreign branches and ' subsidiaries and 
companies having a Pald-uprCapital of Rs. 50 lakhs and 
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into the actual working of the ILS and highlights some of the 
prevailing practices in the Indian corporate sector. The Review 
shows how individual companies treat or interpret tire licences 
and licensed capacities held by thera. Illustrative lists on each 
aspect of the functioning of the ILS, as reported by the 
companies, have been presented to provide a basis for policy 
discussions. Our purpose is to present an overview backed by 

specific illustrations so. ; that one can have a better 
understanding of the functioning of the ILS. It is not our 
contention that the Survey and the Review would show up all the 
limitations of the ILS. There are many other aspects which 
require further investigation. For instance, it is necessary to 
assess the extent to which the specific conditions laid down, at 
the time of initial issue of licences, have been adhered to by 
the licensees. This may be with regard to technology claims, 
export obligations, pricing structure, dependence on imports, 
obligation to share a minimum of the production with others or 
with reference to the claims made by the applicants. The 
conditions attached to the licences are not published in the 
company Annual Reports. Hence, our inability to pursue inquiries 

, 'q; t ; 

of this nature in a comprehensive way.'''^ 


31. 


For instance, the MRTP Commission in its Report (1973) on 
■Hindustan Lever's application for manufacture of Sodium Tri 
Poly Phosphate (STPP), suggested that the company should 
earmark a certain percentage' of its STPP production for sale 
to outside parties. It was also suggested that from the 
production at Haldla, the company should meet the 
requirements of STPP for its Garden Reach Factory at 
Calcutta only. The company's Annual Report for the year 
1981, however, shows that captive consumption accounts for 
91.9 per cent of total sales of 20,431 tonnes of STPP during 
the year. In the absence of information whether any 
condition regarding supply of STPP to other producers was 
actually attached to the licence issued to the company, it 
would not be possible to conclude whether the company had 


been violating any of the conditions attached,. Similarly, a 
number of export obligations are imposed on licensees at the 
time of issue of licences. This is particularly true with 
regard to items reserved for the small scale' sector, when 
produced by HRTP and FERA. companies. . It may be noted that 
the S e c r e fa f y ' ( Ind-ii &tty) .during evidence before the 
Estimates Cominittee stateef that complaints had been received 
in connection with the esyort obligation imposed on large 
companies in the hade dr tissue' paper, hydraulic jacks, 
bolts, screws and '.dpplitktors,' all reserved for' the small 
scale sector. See INDIA, Estimates Committee (1980-81), 
Fourteenth Report, Small Scale Industries - Raw Materials 
and Marketing, p.l2T; 
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We do, however, hope that this study would contribute to a 
wider appreciation of the significance, relevance and limitations 
of the Industrial Licensing System in India. Additionally, the 
study could serve as a basis for discussion to consider 
alternative regulatory policies for planned national 
development. 







CHAPTER-II 
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According to the Company Affairs Department, there were 
54,955 non— Government companies in the country as on March 31 , 
1980. The estimated paid-up-capital (PUC) of these companies was 
placed at Rs. 3, 658.3 crores.l Of these, 8,225 companies were 
■'public limited' while the rest were registered as 'private 
limited' companies. Though the public limited companies ware 
only 15 per cent in number, their share in the total PUC of all 
the non-Governraent companies, was nearly 75 per cent. Since the 
licensing system is essentially applicable to large sized 
companies, one can reasonably assume that the ILS would apply in 
the main to public limited companies. For, on an average the PUC 
of a private limited company is much smaller <Rs. 1.94 lakhs) 
than that of a public limited one (Rs. 33.45 lakhs). 

The public limited companies in India have access to the 
Stock Exchange Markets and are permitted to invite public 
subscription of shares. Private limited companies are, generally 
speaking, closely held companies with restrictions on the right 
to transfer shares. Though it is not obligatory for a public 
limited company to get itself registered with Stock Exchanges, 
the larger companies, however, do register themselves at one or 
more of the Indian Stock Exchanges. The total number of 
companies registered with atleast one of the nine stock exchanges 
of India was 2,133 only, out of the total of 8,225 public limited 
companies. 2 


Selection of Companies 

Out of the 2,133 companies registered on the Stock Exchanges 
in 1979 a considerable number of companies have been dormant or 
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have merged, or have been nationalized or closed down for various 
reasons. The Bombay Stock Exchange Off icial Directory 3 
(hereafter referred to as the Official Directory ) reports on 
companies listed on Indian stock exchanges and a few others even 
though these were not listed on any Stock Exchange. The 
companies covered in the Official Directory have been taken as 
the 'universe' of the present Survey of industrial capacities. 

Out of the companies covered, in the Official Directory , the 
companies which did not report holding of any industrial licence, 
or did not undertake manufacturing activity, were excluded for 
obvious reasons. Also, a number of companies were excluded 
because of problems arising out of non-comparability of data. 
These cases were mainly in textiles, jute and sugar industries. 
A few companies also got excluded because they did not report on 
their production and capacity data as they claim to have obtained 
exemption from the Company Law Board from disclosing the 
inforfflation.4 As the objective of the Survey was to assess the 
degree of adherence, by the undertakings, to the licensed 
capacities, such single product companies as obtained a licence 
only during the previous year, (for a new article, substantial 
expansion or for carrying-on-business) were also kept out of the 
Survey . This exclusion was necessary, as we believe that one 
cannot always expect a company to start production and to reach a 
meaningful capacity utilization within the short period of a 
year. This exclusion may not be always justified; but this would 
help avoid overstatement of the idle industrial capacities in the 
economy. Similarly, cases where a reduction of licensed capacij;y 
took place during the year, either due to revocation or surrender 
of licences, were excluded to avoid wrong identification of 
violations . of licensed capacities. 



Bombay Stock Exchange Official Directory is brought out in 
TSS^^ldSf" fSrm Ahd the ret)lAcemdhtS AfA issued periodically 
on the basis of broad industry groups. For each eompany 
reported the Official Directory provides a good deal of 
information arid dAtA. 6tt finAht id I performance. 


Gujarat Steel Tubes Ltd. and Khandelwal Ferro Alloys, Ltd. 
are cases in point. It may be noted that a number of 



contd . . 



After excluding the companies which; (a) have not been 
reported on by the Official Directory ;, 5 (b) obtained new' licences 
or held licences' which were revoked during the year; '(c) were not 
engaged in manufacturing activity* and (d) were engaged 
exclusively in textiles » jute and sugar -(where units of reporting 
of licensed capaticy and production are generally not directly 
comparable) we were left with industrial companies (of which 
752 were non-*Government public limited ones) which held 3,219 
industrial licences#6 In terms of number of companies covered in 
the Survey , out of the total number of public limited companies 
operating in India, our sample covers only 9*15 per cent, 


companies approach the Company Law Board expressing 
inability to provide data on turnover, licensed capacity, 
installed capacity, production, raw material consumption, 
stock position, etc* and seeking exemption under Section 
211(4) of the Companies Act, 1956. During the period April 
1, 1979" to’ /March 31', r9807"T12'"'‘Wpl ica t ions were considered 
by the Company Law Board out of which 100 were given 
exemption from providing the above information in their 
Profit and Loss Accounts. Of. (Twentyfourth Annual Eeoort on 

the- Working, and • Admlnis t ra t iorT^" ': the Xdm p^'ie srilc t , i:9'56^ 

TWf t~~l ^ lliew irate s , “l/'ol •x ix , 1^15' .3 , 

March- 1981. Section 2 1 1("4) o#* Act 

provides*..t ha t the ^’Central Governmenir“may, oh The 
application or with the consent of the Board of Directors of 
the company, by order, modify in relation to that company 
any of the requirements of this. Act as to the matters to be 
stated in the company's balance sheet or profit and loss 
account for the purpose of adopting them to the 
circumstances of the company.” Cf. IllblA, Ministry of Law, 
Justice and Company Affairs, TtfS^Companies Act, 1956 (As 
modified up to the 1st July, 1975), p^.f3A. 

5. There could be various reasons for it, e.g., non-receipt of 
the Company B.eports, the companies having .got merged, 
nationalized or lying dormant because of legal or other 
problems. There may also be companies which had not started 
their manufacturing operations and therefore did not report 

■ on. their -production .structure*-' ■. 

6. ' , , .Whenever, more than one. product was licensed.: through- a single 

licence, we have treated those products as being 
manufactured under separate licences. The term 'licence 
therefore refers to a product licence' in the study. If a 
company held five licences for the same product, for 
purposes of this study it has been treated as one licence of 
the combined capacity of the five. A company having a 
number of units in different parts of the country, 
manufacturing a single product, will be holding separate 
licences for each one of those units. But, the companies 
report only aggregate figures of the licensed and installed 
capacities and ' of actual production. Some of the 
implications o-f ; this -practice are dealt with in detail in 
chapter of - .the '■ s,tudy 



752 out of the 8,225. These companies, however, account for more 
than two-thirds of the total paid-up capital of all non- 
Government public limited companies in India. Because of the non- 
availability of size-wise distribution of the companies listed 
with the Stock Exchanges in India, it is difficult to compare the 
Survey coverage in terms of the assets or turnover of the stock - 
exchange-quoted companies. One can, however, have a reasonably 
good idea of the character and coverage of the Survey , if one 
compares the size of paid-up-capital (PUG) of companies in the 
Survey with that of the size-wise distribution of all non- 
Government public limited companies, as on March 31, 1980. 

Coverage of the Survey 

Table-II.1 shows that the Survey covers only one company out 
of the 4,078 each having PUC of less than P^s. 5.0 lakhs. In 
terms of numbers, as well as. the size of PUC, the coverage of the 
smallest size group of companies is negligible. This is quite 
reasonable as small companies even though they are public 
limited, do not usually register themselves with the Stock 
Exchanges and even if some do these would be normally exempted 
from the scope of the ILS. On the other hand, the Survey covers 
375 companies, out of the total of 546 large companies, each with 
PUC of Rs.1.0 crore and more.; The coverage of the large 
companies in terms of PUC is 93.4 per cent. This, however, may 
hot represent the precise proportion of the companies covered in 
this range, since the reference year for the Survey is 1979 
whereas the size-wise distributiott of non-Governraent companies is 
as on March 31, 1980. Besides, there is a possibility for some 
degree of understatement in the PUC calculations for non- 
Governraent companies. The comparison is also subject to changes 
resulting from conversion of non-Government companies into 
Government companies, from public limited to private limited and 
vice versa , registration of new companies and liquidation of 
existing ones and raising of capital through bonus shares and 
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public issues. 7 The precise assessment of the representative 
character of the Survey is also difficult tecause of the absence 
of a break-up of companies under manufacturing and non- 
manufacturing categories. Table-II.l, therefore, provides a 
basis for a general view that the present Survey does cover a 
very large part of the organized private sector of the Indian 
economy. 

The extent of the coverage of the present Survey with 
reference to the top- 20 Business Houses is given in Table-II.2. 
The assets of each House for the year 1970 are compared with the 
assets of the companies covered under the Survey . In terras of 
assets the coverage of the Birla House is nearly three-fourths 
and for the Tatas the coverage is 70 per cent. For two Houses, 
namely, Scindia and Modi, the asset figures collected by us 
happen to be higher than those reported to Parliament for the 
year 1979. This difference could be because of a few companies 
of the Houses having been either excluded, or because at the time 
of reporting to Parliament the asset figures were not available.8 


7. A certain degree of confusion is evident in the fact that 
while the Ofricial Directory (No.XIV/37{2/2) dated 15th 
September 1980) ^aces non-Government public limited 
companies at 8,900 as on December 31, 1979 with a PUC of Hs. 
3,120 crores, the Company Affairs Department placed the 
number of such companies at 8,225 with a PUC of Rs. 2, 751.5 
crores at the end of March 1980. 


8. The Official Directory reported that the assets of Scindia 
Steam Navigation Gd. Ltd. stood at Rs. 218.35 crores on June 
30, 1979, which is higher than the assets reported by the 
Government for the Scindia House for the year 1979. 
Similarly, we find that the reported assets of companies 
belonging to the Modi House were; Modi Industries Ltd.- 
Rs.30.93 crores (as at March 31, 1980). The company did not 
close its financial year during 1979; Modipon Ltd.- Rs. 
43.62 crores (as on February 28, 1979); Modi Carpets Ltd.- 
Rs. 12.25 crores (as on December 31, 1979); Modi Rubber Ltd.- 
Rs. 55.96 crores (as on October 31, 1979); and Modi Spg. & 
Wvg. Mills Co. Ltd.- Rs. 39.01 crores (as on April 30, 
19/9). The total assets of these five companies turn out to 
be Rs. 181.77 crores which is higher than the reported total 
assets of Modi House at Rs. 177.08 crores. We believe there 
may be similar problems in the case of other Houses as well. 
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Data Collection 


Under the provisions of Paragraphs 3 and 4 of Part II of 
Schedule VI to the Companies Act 1956 (as modified), each company 
is under obligation to furnish information regarding the licensed 
and installed capacities, and the actual production of the goods 
manufactured by the company during the reporting year. In most 
of the cases, the O fficial Directory gave company-wise 
information on this aspect. However, since we have built up a 
Library of Balance Sheets covering more than 2,000 companies, it 
was possible for us to double check the capacity data from the 
company Annual Reports in all important cases. There were a few 
cases where the information given in the Official Directory was 
different from that of the Company Annual Reports. The 
differences arose both because of problems of interpretation as 
well as typographical errors. We have, for purposes of the 
Survey , gone by the Annual Reports which are the primary source 
for the Official Directory as well. 


The primary question under examination is with regard to the 
'follow-up' action taken by the licensees. With this objective, 
for purposes of the Survey , information and data were collected 
with regard to: (a) the product produced and the unit of 
measurement; (b) capacity as licensed; (c) capacity as installed; 
and (d) actual production.9 The data refer to the financial year 
of the companies ending any time in 1979. If, for any company. 


9. The licensed and installed capacities are taken as reported 
by the licensee companies. No adjustments for shifts have 
been made since it was up to the companies, and in their own 
interests, to get their licences endorsed on maximum 
utilisation basis as against per shift basis as per the 
Ministry of Industry's Press note dated January 28, 1975. 
If any company fails to get its licences endorsed in the 
said manner, it can only be surmised that it may have faced 

f roblems due either to the non-priority character of the 
ndustry or due to inadequate availability of raw materials 
or that the company was tinwilling to accept any conditions 
regarding exports or distribution. The financial year of 
quite a few companies extended beyond twelve months and in 
some cases it was less than one year. In such cases the 
level of production, for purpose of analysis, has been 
taken for a twelve month period on a pro-rata basis. 
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the financial year did not end in 1979, data was collected for 
1980. Since in a number of cases the capacities and production 
data were not reported in comparable terms, a general rule for 
inclusion of a licence in the Survey that comparison of either 
installed capacity or production with licensed capacity should be 
possible was followed. Thus, out of the 3,219 licences studied 
we find that the ratio of installed capacity to licensed capacity 
could be calculated in the case of 3,105 licences. Thus, out of 
the 3,219 licences for t(fhich data was collected, we could 
calculate installed to licensed capacity ratio in the case of 
3,105 licences; production to installed capacity ratio in the 
case of 2,751 licences; and production to licensed capacity in 
the case of 3,078 licences. 

The present study is based on the information and data as 
disclosed by the companies themselves and publications of non- 
government and government organizations. No private or 
confidential information has been included in the study. It is 
because of this that the Survey could not be extended to most of 
the private limited companies, partnership and proprietory 
undertakings, and factories which are operated as Branches of 
foreign companies, or companies which have not published their 
Annual Reports. While the coverage of the Survey was not 
affected significantly by the non-availability of company Annual 
Reports with us, the Review section, however, would have been 
richer if we could have had access to the Annual Reports of 
private limited companies as well. 

A major shortcoming of the Survey is that it depends wholly 
on the company Annual Reports. It is well known that the Annual 
Reports are presented after a considerable degree of 'window 
dressing'. The companies would, in case of any doubt, also 
consult their legal experts. It is not certain if the 
information and da ta made available by the companies is in full 
conformity with reality. Th e Su rve y r e s u 1 1 s are, therefore, 
wholly based on the version of the private sector company 
managements. 



OTAPTER-IIl 


SURVEY OF INDUSTRIAL CAPACITIES 
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The capacity Survey covers 769 companies and except for 14 
of them, each one is listed on one or more of the Indian Stock 
Exchanges. While 752 of the 769 companies were under private 
managements, 17 companies included in the Survey are such where 
control and management has been taken over by Government.! The 
total number of industrial licences held by the 769 companies 
were 3,219. The licences are only .In numbers and one should 
draw no conclusion on the pattern of capacity sharing by 
different groups or categories of companies. To illustrate, 
since the public sector-held licences number only 74 out of the 
3,219, it does not follow that the public sector share in the 
country's industrial capacities was only 2.3 per cent. The 
significance of an industrial licence lies in the size of the 
capacity endorsed and not in the fact that it was one industrial 
licence. One licence of ten million units capacity would be ten 
times as significant as a licence for only one million units 
capacity of the same product. 

After obtaining an industrial licence, the licensee has to 
procure and install plant and machinery, which would be of the 
permitted capacity. Once the capacities ha^'e been installed, one 
would expect the undertaking to begin production. Under the 
IDEA , the licensee is authorised to install capacities only 
within the limits prescribed by the licence. If a licensee is 
unable to install the capacities licensed within a reasonable 
period of time, the Government can revoke the licence. Under 
the present laws, a unit, once having installed the capacities. 


1, It is not very frequent to find Government companies listed 
on the Stock Exchanges. However, if the management of a 
private sector company had been taken over by Government the 
company may come into the public sector and yet continue to 
be listed on the Stock Exchanges. It is because of this 
that companies like Biecco Lawriei Cochin Refineries and 
Indo-Burmah have been included in the present Survey, and 
are treated as belonging to the public sector. Some others 
Included were originally supposesQ to he in the Joint Sector 
but are now under public sec tot management. 
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is ordinarily under no obligation to actually produce • or utilize 
the installed, capacities upto any minimum' levelv The IDRA does 
provide the Government with some authority In this regard but / the 
procedure is very cumbersome and ^ time consumiiig«2. Also^ it must 
be recognized that there could be any number ^bf reasons for a low 
level pr even zero level of production by a licensee. 


Implementation of Licences 


Table-III.1 shows the ’’Installed to Licensed” ratio of the 
capacities for 3^05 licences.3 It appears that 7.0 per cent of 
the licences were such vjhere the licensees had not installed 
any production capacity against the authorizations held by them.* 
On the other hand, one finds that in the case of 619 licences 
(approximately 20 per cent of the total), the licensees had 
already installed higher capacities than those licensed.4 In 140 
cases, the installed capacity was twice or more than that 
licensed* Nearly sixty per cent of the licences were reported to 
have been utilized to the extent of 75-100 per cent^ 


2. Gf. IDRA, Sections 15, 16 ^ 17* 


3. The number of licences covered is 3,219 but. because of 
differing units of measurement for 'capacity licensed'' and 
the 'capacity installed' as also the inability of the 
companies to report their installed capacities, 114 cases 
had to be excluded. For instance, Kirloskar Oil Engines 
reports, "Most of the Plant and MaGhinery being common for 
different products manufactured by the company and Installed 
Capacity being dependent on Product Mix," which in turn is 
decided by the actual demand for various products from time 
to time, and also on availing of sub-contracting facilities, 
it is not feasible for the company to indicate the exact 
installed capacity"* (See the Company's Annual Report, 

. 1979, p* 3lo) ' • 


4* While reporting the licensed capacities's most of the 
, companies did no t-; make :it - cleaT ; whether capacity,;:, .As,: 
reported by them includes the effect, of various 
liberalisations like automatic growth and facility to exceed 
the licensed ■capacity. A -few companies like, ;Escorts Ltd. 
(Annual Report, 1979, p. 37) and' Duphar Interfran Ltd. 
(AOTtral: ■ 1980, p« ' 13), ..however do’ state that thO; 

lTb’'b "h s e d~Sirp a. c i t i e s as .reported 'include the impact of 
liberalisations viherever applicable. 
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TASLE-III.l 


Showing the Distribution of Licences According to 
Varying Levels of Utilisation (Installed to Licensed) 


Q 

No* 

Bange of Utilisation 
(Percentage) 

Number of 
Licences 

Percentage of 
Total Licences 

Cumulative 

Percentages 


1 

2 

3 

4 

1. 

Zero 

217 

6.98 

6.98 

2. 

1 to 25 

70 

2.25 

9.23 

3. 

25 to 60 

221 

7.12 

16.35 

4. 

60 to 75 

151 

4.87 

21.22 

5. 

75 to 100 

1,827 

58.84 

80.06 

6. 

100 to 125 

275 

8.86 

88.92 

7. 

125 to 150 

113 

3.64 

92.56 

8. 

150 to 200 

91 

2.93 

95.49 

9. 

200 & above 

140 

4.51 

100.00 


Total 

3,105 

100.00 



Note : 114 licences had to be left out because of problems of 
comparability. 
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A basic question that one needs to ask is: For whoin is it, 
under the existing laws, to certify the fact of installation and 
the extent and level of industrial capacities actually 
established? Has this matter to be certified by a technical 
agency, a government department or a team of consultants? An 
answer to this question is provided by a 'footnote' which is 
often inserted in company Annual Reports where the utilization 
status of the licensed capacities is reported. A typical 
footnote runs as follows: "The installed capacities are as per 

the certificate given by the Managing Director on which the 

5 

Auditors have relied, being a technical matter". 

It is quite natural to expect that the managements would lay 
claim to have installed capacities at the earliest possible 
juncture, in order to avoid any likelj’’ threat of revocation. 
Given the methodology of reporting, and the absence of any 
technical verification of the actual capacities, one can only say 
that the licences do appear to get implemented fast — at least 
so far as the claims made by managements are concerned. The 
crucial question is: could this be otherwise? If an industrial 
licence has any significance for a licensee, would he not claim 
to have utilized it at the earliest? The managements would 
generally like to claim that they have implemented their licences 
fully — and particularly so in the minimum possible time. 


5. A few examples of the installed capacities being certified 
by the managements themselves arc as follows; 


Hindustan Lever (Annual Report, 1979) explains that "The 
installed capacities and' permitted liberalisation of 
licensed capacities are as per certificate given by a 
Director, on which the auditors have relied . Century 
Spinning and Manaufacturing Company (Annual Report, 1981) 
states that installed capacities are "Certified by the 
Management". Greaves Cotton & Co. (Annual Report, 1978-79) 
states that the installed capacities are "certified by the 
Management on which the auditors have placed reliance." 



Utilisation of Installed Capacities 


The installed to licensed capacity ratio could be fictional; 
firstly, because the fact of installation is certified by the 
managements and, secondly, because managements may not like to be 
known for a lack of capacity to implement licences. Therefore we 
feel that a better test of the degree of utilization of 
industrial licences would be provided by a comparison of the 
level of actual production with the reported level of capacities 
instaried by the licensees covered in the Survey . The 
distribution of licences according to 'production to installed 
capacity' ratio is given in Table-Ill. 2. Under this ratio, one 
finds 407 (i.e. 14.79 per cent) licences having a zero level of 
utilization. Apart from the more than one- seventh of the total 
licences having: zero level of capacity utilization, (i.e. ratio 
of production to installed capacity), in another 24. 14 per cent 
of the licences, the rate of capacity utilization was merely 
between 1-25 per cent. If we take 60 per cent capacity 
utilization to be the minimum that should be expected from 
private sector industries, it is found that In a little less than 
65 per cent of the total cases, the Indian industrial sector is 
suffering from gross under-utilization of the installed 
capacities. It was only for around one-fourth of the cases that 
the capacities established were being utilized at levels of more 
than 75 per cent. 

Private and Public Sector ; Comparative Performance 

The pattern and extent of capacity utilization in the 
private sector needs to be compared with the degree of capacity 
utilization in the public sector (See Table-III.3). According to 
the Bureau of Public Enterprises, out of the 131 central public 
sector units 62, (i.e. 47 pier cent), had a utilization rate of 
more than 75 per cent. In respect of the private sector, only 
24.54 per cent of the private-sector-held licences were being 
utilized at a rate of 75 per cent and more. 



TABLE-III*2 


Showing the Distribution of Licences According to the Extent 
^^oduction in Terms of the Installed Capacity 


S. Range of Utilisation 
No. (Percentage) 

No. of Licences 

Percentage ■of 
Total Licenses 

Cumulative 

Percentages 



1 


2 

3 

4 

1. 


Zero 

407 

14.79 

14.79 

2. 

1 

to 

25 

664 

24.14 

38.93 

3. 

25 

to 

60 

695 

25.26 

64.13 

4. 

60 

to 

75 

310 

11.27 

75.46 

5. 

75 

to 

100 

453 

16.47 

91,33 

6. 

100 

to 

125 

130 

4.73 

96.66 

7. 

125 

to 

150 

40 

1.45 

98.11 

8. 

150 

to 

200 

32 

1.16 

• 99.27 

9. 

200 

& 

above 

20 

0.73 

100,00 


Total 


2,751 

100.00 



Notes: 1* 251 cases had to be left out because of problems of 

comparability. 

. Additionally, in 217 other cases, both installed 
capacity and production were zero. 


2 



iSi 
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TABLE-III . 3 


Showing the Distribution of Public Sector 
Industrial Units According to the Range of 
Capacity Utilization (1978~79) 


S • No » 

Range of Utilization 
(%) 

Number of 
Units 

Percentage of 
Total Units 


1 

2 

3 

1 . 

More than 7 5 

62 

47 

0 

50 - 75 

42 

32 

3. 

Less than 50 

27 

21 


* Total 

131 

100 


INDIA, Bureau of Public Enterprises, Pu b lic 
Enterprises Survey , 1978-79, Vol.I, p. 166. 




These facts cannot enable anyone to say, as indeed appears 
to be a widely-held belief, that the level of capacity 
utilisation in the private sector is in any way better than, or 
even favourably comparable with, that of the Central Government 
public sector undertakings. The efficiency of the private sector 
companies in terms of capacity utilization is extremely low. The 
private managements could, of course, argue that the rate of 
capacity utilization vjas low because of insufficient supply of 
raw materials and other essential inputs to be provided by the 
public sector and other constraints imposed by Government through 
controls and regulations. But it is odd that the problem of 
under-utilization in the public sector should be attributed to 
poor management while in the case of the private sector the poor 
level of capacity utilization should be claimed to be a result of 
the failure of the public sector to provide the necessary 
infrastructural support!6 

Implications of Gross Underutilization 

It is necessary to enquire into the basic causes of the 
disturbingly underutilized industrial capacities in the country's 
large-scale manufacturing sector. Continual under-utilization of 
capacity is uneconomic. It results in higher costs and 
ultimately?' higher prices. Also, the present state of affairs 
would suggest that excessive investments have already been made 
in most parts of the Indian industrial sector. Sharp increases in 


6. The validity of such a claim on the part of the private 
sector would imply that the public sector is in effect a 
support sector for the former. To improve the level of 
capacity utilization in the public sector there is 
undoubtedly a need to take all necessary measures. But, why 
should not the same be expected of the private sector? 
Secondly, if the private sector, with gross underutilization 
of its industrial capacities, can make profits, wha.t 
explains the losses of the public sector which has better 
capacity utilization? These and other related questions 
need to be discussed, but are outside the scope of this 
study. 
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Capital Output ratios for the Indian economy as a whole might be 
a reflection of this phenomenon.7 The immediate remedial action 
required would, therefore, be to regulate new investments in a 
far stricter manner than what has been the case so far. It is, 
however, assumed that with further restrictions imposed, on the 
creation of additional capacities, the existing units would have 
to be brought under meaningful controls of production, 
distribution and prices. This is necessary to avoid a situation 
in which the state connives at existing undertakings exploiting 
consumers by indulging in monopolistic practices. It would follow 
also that units which have not established the licensed 
capacities, or have failed to take adequate advantage of licences 
issued to them, should be made to explain the causes for this 
and, where appropriate, surrender their licences. 

Excess Capacities 

Table-III.2 also shows that in about three per cent of the 
cases, the licensees were already producing far in excess of the 
installed capacities. It can be argued that this should be 
considered as an indication of their efficiency. But, given the 
character of the scrutiny and the fact that 'installed 
capacities' tend to be defined by the licensees themselves, one 
cannot draw very meaningful conclusions. It is equally possible 
that the installed capacities and the reported maximum level of 
production are both 'fictional' and bear no relationship with the 
licensed capacities. 

Relation Between Production and Licensed Capacities 

The third significant ratio is between the size of actual 
production and the capacity licensed. One can assume that this 


7. Cf, INDIA, Planning Commission, Sixth Five Year Plan, 1980- 
W, New Delhi: Manager of Publ icatibns , 1981 , p.ZI 
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ratio provides a measure of the respect and consideration that 
^ large organized corporate sector in India attaches to the 

ILS.8 Table-Ill. 4 provides the distribution of surveyed 
licences, according to the range of actual production vis-a-vis 
the capacities licensed. 

The conclusions emerging from Table-III.4 are somewhat 
similar to that of the Table-Ill. 2. In more than two-thirds of 
the cases, the level of actual production was less than 60 per 
cent of the capacities licensed. The production level was in the 
range of 75-125 per cent of the capacities licensed only in 
respect of around seventeen per cent of the cases. An 
interesting feature of Table-III.4, however, is that the number 
of cases where production was in excess by more than 25 per cent 
of the capacities licensed, was 171 as compared to 92 licences 
where production was higher by more than 25 per cent of the 
^ capacities. In 344 cases, the installed capacity was 

higher than the licensed capacity by more than 25 per cent. (See 
Table-Ill. 1). 

Licensing and Under-utilisation 

It is clear that whatever ratio one may take, the industrial 
sector presents a picture of gross under-utilization of 
capacities, and that the licensed capacities are not any 
indicator of the level of production that the industrial sector 
has acquired the capabilities for, or the level at which goods 
can be produced in an optimum manner. The licensing system has 
been liberal in allowing capacities to be established, without 


8. klhxle interpreting the results of the Survey it mav he kept 
in mind that the facilities for diversTTTcarion are allows 
in machine building^ industries which', for instance, permits 
production of machine tools against licensed capacity for 

IRS CO-jL'Ti €5 S «- "■ 
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Showing the Distribution of Licences According to the 
Extent of Production Against the Licensed Capacities 


S.No. 

P.ange of Utilization 
(%) 

Humber of 
Licences 

Percentage of 
Total Licences 

Cumulative 

Percentages 


1 

2 

3 

4 

1. 

Zero 

648 

21.06 

21.06 

2. 

1 to 25 

762 

24.76 

45,82 

3. 

25 to 60 

674 

21.90 

67.72 

4. 

60 to 75 

289 

9.39 

77.11 

5. 

75 to 100 

352 

11.44 

88.55 

6. 

100 to 125 

182 

5.91 

94.46 

7. 

125 to 150 

65 

2.11 

96.57 

B. 

150 to 200 

42 

1.36 

97.93 

9. 

200 & above 

64 

2.07 

100.00 


Total 

3,078 

100.00 



Note; 141 cases had to be left out because of problems of 
comparability 




ever ensuring that the licensees discharge their obligations to 
produce at a level which might reasonably be expected of them. 

While on the one hand the ILS has been of little consequence 
in curbing the build-up of excessive installed capacities which 
remain grossly under-utilized it has also not been able to 
prevent its violations. The cases of capacity installation in 
excess of those licensed, or where production is in excess of the 
licensed capacity, are all indicators of the ineffectiveness of 
the ILS. 


Industry-wise Utilisation of Licences 

It may be useful to study the 'industry-wise' distribution 
of licences and to see if there are some industries wherein the 
level of actual utilization is better than in others. For this 
purpose each licence in the Survey was classified as per the CSO 
classification of certain economic activities. 9 Since the 
assessments are only in terms of percentages, the distribution, 
as before, does not take note of the size and importance of the 
licences. Table-Ill. 5 provides a distribution of the licences, 
according to the range of utilization (production to licensed) 
for various industry groups, and Table 111.5(A) their percentage 
distribution. 

Out of the 3,078 licences studied with regard to the ratio 
of production to licensed capacity, 806, (26.2 per cent), 

licences were in the 'chemicals and pharmaceuticals' industry, 
followed by the industry group 'machinery, machine tools and 
parts except electrical machinery', which had 715 (23.2 per 
cent) licences. On the other hand, 'leather' and 'wood product' 


9. INDIA, Central Statistical Organisation, Common Product 
Nomenclature for Agriculture, Mining and 'M Att a c' t uTin g 
Sectdfs, 1978. ^ ^ 
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TAgr.g-.TTT, 5 

Shewing the distribution of licgices According tpo Industry 
and Eange of Utilization (Production to Licensed) 


(ISUnbers) 


S. Name of the Industry 

Total 


Mo. 

. of 

Licences in Utilization Fange 

Nb. 

Liceiicas 

Zero 

(%) 

1-25 

(%) 

25-60 

(%) 

60-75 

(%) 

75-125 

(%) 

125-200 

(%) 

200 & above 
<%) 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1« Food Products 

91 

18 

24 

19 

10 

11 

4 

5 

2. Beverages arsi Tobacco Products 

39 

1 

3 

10 

10 

14 

1 

1 

3. Textiles: Cotton, Jute. VfoOllen 

54 

3 

7 

12 

10 

17 

4 

1 

and %nthetlcs 

4% %od ard l^bod Products 

13 

0 

2 

8 

3 

0 

0 

0 

5. Paper and Paper Products 

79 

11 

12 

23 

10 

19 

4 

0 

6® leatter and iBather Products 

6 

1 

2 

2 

0 

1 

0 

0 

7. Kuhber, Plastic and Petroleum 

110 

13 

22 

.30 

12 

21 

11 

1 

Products 

8, Oieniicals and Pharmaceuticals 806 

(Except Products of Petroleun & coal) 

126 

149 

191 

95 

175 

33 

37 

9. Wonr^tallic Mineral Brcducts 

99 

12 

19 

19 

15 

27 

6 

1 

10. Basic Totals and Alloys 

277 

36 

65 

86 

32 

51 

5 

2 

11. Metal ProdiKts and Parts, Except 

178 

49 

56 

39 

10 

17 

5 

2 

Machinery & Transport Equiprtent 


Q^intd* • « • 
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So Name of the Industry 

Total 


No. 

, , of Licences in Utilisation Fange 

mo 

IdXC-ejQces 

Zero 

(%) 

1-25 

(%) 

25-60 

(%) 

6Q-75 

<%) 

75-125 

(%) 

125-330 

(%) 

200 & above 
(%) 

1 

2 

3 

4 

5 

6 

7 

8 

9 

12. IfecMnery, l^kchlne Tools & Barts 

715 

246 

216 

12D 

34 

78 

15 

6, ■ 

Except Electrical Jfechlnery 

13« Electrical mddnery^ /^ipporatus 

383 

64 

123 

80 

31 

69 

11 

■ 5 

and ^pliances 

14. Transport Equipment 

161 

39 

45 

27 

13 

31 

5 

1 

15 « Otter Ifewfacturirig Industries 

67 

29 

17 

8 

5 

3 

3 

2 

All Industries 

3,078 

648 

762 

674 

289 

534 

107 

64 


Note ; The Indiistry classificatlcn is based on Commcm Product femenclature for Agrtailture, 
and >fenufacturing Sectors , piijlished by the Central Statistical cirganisation. 
Department of Statistics, Ministry of Planrring, 1978. 
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10. Basic Metals and Alloys 277 13.0 23.5 31,0 11.6 18.4 1.8 0.7 100.0 

11. Ifetal Products md Farts, Except 178 27.5 31,5 21.9 5,6 9.6 2.8 1.1 100.0 

Machinery & Trah^port Equipment 
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industries were poorly represented, with only 6 (0.2 per cent), 
and 13 licences (0.4 per cent), respectively. "Whether one takes 
'60 per cent or 75 per cent, as the minimuro desirable level of 
utilization, one finds that in 'wood prodvicts', 'leather 
products', 'metal products', 'industrial machinery' a.nd 'other 
Industries', the percentage of licences utilized below these 
desired levels were considerably higher than the corresponding 
all-industry percentages. The phenomenon of underutilization of 
licences was less widespread in industries like 'beverages and 
tobacco products', 'textiles', 'paper', 'rubber, plastic & 
petroleum products', 'chemicals & pharmaceuticals' and 'non- 
metallic mineral products' industries. On the other hand, the 
proportion of licences in an industry's total against which the 
level of production was more than double of the licensed capacity 
was higher in the case of like 'food products' (5.5 per cent), 
'chemicals and pharmaceuticals' (4.6 per cent)' beverages and 
tobacco products' (2.6, per cent), and 'textiles' (1.8 per cent) 
in comparison to the other industries. 


Small Scale Reserved Items and Specially Regulated Industries 

To know the real significance of excess production or causes 
of under-utilization, it would be necessary to go to a very 
disaggregated level, and one would have to relate the results 
with the sectoral policies followed and a variety of business 
trends. A number of relaxations to the ILS, have been Introduced 
from time to time in the past. Leaving aside the cases where 
complete delicensing has taken place, one finds that the 
liberalizations have taken the form of (i) allowing automatic 
growth of capacity, (ii) diversification, (iii) permitting of 
excess capacity over those licensed instead of encouraging new 
entrants and (Iv) regularisation of already built up excess 
capacities without taking any punitive action. Some of these 
concessions were simultaneously applicable to a number of 
industries. For instance, since 1975 automatic growth of 
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capacity, as well as excess capacity over licensed capacity were 
allowed in machine tools, switchgears, industrial machinery, 
power transformers, tractors, commercial vehicles etc. 10 In 
addition to this, diversification was allowed to machinery and 
machine tool manufacturers and vice versa.il While 
liberalization has been the general trend, one finds that the 
list of the 'Industries Pvcquiring Special Regulation' has been 
expanding. Textiles, milk foods, malted foods, roller flour 
milling, oil seed crushing, leather, matches and distillation and 
brewing of alcoholic drinks, are now designated as 'Industries 
Requiring Special Regulation'. 12 It is provided vide the 
Notification of February 1973 that the general exemptions from 
the ILS will not be applicable to these industries. The reasons 
for special regulation are stated to be ’’shortage of raw 
materials as also structural policies of Government". 13 There 
are a number of cases even in these industries (that is 
"Industries Requiring Special Regulations") where the licensing 
system has been openly flouted. Appendix-I brings out some cases 
wherein the production level of the units was twice the licensed 
capacities. 

Another important category of industries, from the point of 
view of the ILS, are those reserved for the small-scale sector. 
The liberalisations of the ILS, as per Govefnment policy, are not 
available to constituents of the Large Houses or foreign 


10. See schedules to the Notifications S.O. 474(E)/IDRA/29B/75 

dated September 5, 1975 and S.O. 638(E)/IDRA/29B/75 dated 
November 1, 1975 of the Ministry of Industry and Civil 

Supplies (Department of Industrial Development). 

11. See Press ,Note of the Ministry of Industry and Civil 
■ Supplies (Department of Industrial Development) dated 

.January 25, ly75.. Ah ' 

12. The list has been ^ substantially expanded vide the Press Note 
of the Ministry of Industry, (Department of Industrial 
Development), dated April 2, 1982. 

13. Ibid. 
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companies, unless accompanied by export obligations or otner 
conditions stipulated by the government. The cases presented in 
Appendix-II illustrate the practice of substantial excess 
production by Large House companies in the areas reserved for 
small-scale industries. The products in which significant excess 
production was being undertaken include soap (Tata Oil Mills, 
Hindustan Lever, and Modi Industries), biscuits (Britannia) and 
safety pins (GK¥). Our exercise for the identification of the 
items reserved for the small scale sector, from the information 
given in company Annual Reports, presented a few unavoidable 
problems. These are discussed in Chapter-IV of this study. 

Case Study of Alcoholic Beverages Industry 

To gain a better insight into the operation of the ILS it is 
worthwhile to study at least one Industry which is classified as 
an 'Industry Requiring Special Regulation', and in which 
additional capacity creation has been banned since November 1975 
and which, moreover, forms part of the category 'Beverages and 
Tobacco Products' in Tables-III.5 & 111.5(A). The Ministry of 
Industry, vide its Press Note dated November 19, 1975, announced 
that it had been decided to ban creation of additional capacity 
or expansion of existing capacity, for distillation or brewing of 
alcoholic drinks, except in 100 per cent export-oriented cases, 
with a view to introducing prohibition. All industrial 
undertakings in this field which had already come into existence 
without having obtained an industrial licence under the 
provisions of ORA, 1951, were required to obtain COB licences 
within a period of three months. The industry was also inGluded 
in the list of 'Industries Requiring Special Regulation' as 
reported earlier. The industry continued to be in the list of 
specially regulated industries till as late as April, 1982.14 

14. See Press Note dated April 21, 1982 of the Ministry of 
Industry (Department of Industrial Development). In the 
absence of withdrawal notifications after April 1982, it may 
be presumed that the industry continues to be specially 

-:-;;;':v:v:::<:'xegulatedv^"evehvhow,::;:i 



The Government had re-affirmed the continuation of the polic37 of 
ban in April 19f^l.l5 

For a detailed study of this industry in relation to the 
ILS, data on the major companies in this field, (selected on the 
basis of the Review of Annual Reports), including the ones 
covered in the Survey , was collected for the period of 1975 to 
1982. The results of this exercise are presented in Table-III.6. 
The Annual Reports of the 19 companies in the industry reveal 
different facets of the implementation of the Government's policy 
with regard to alcoholic beverages. As many as twelve out of the 
nineteen companies had a much higher level of production than 
their licensed capacities. The most interesting cases were of 
Kalyani Breweries (83.8 per cent excess production), Hindustan 
Breweries (53.0 per cent excess), Mysore Breweries (48.8 per cent 
excess), Kesarval Beverages (44. 9 per cent excess), Kay 
Distillery (32.3 per cent excess) and Gkol Breweries (30.6 per 
cent excess). 16 

While in the, case of United Breweries the licensed capacity 
has been fixed at 1,16,000 hecto litres against its unlimited 
capacity, as reported by the company itself till 1977; in the 
case of Mohan Meakin, a dominant producer of beer registered 
under the MRTP Act , no specific capacity was reported by the 
company till 1981. Even in 1982, the company reported a licensed 
capacity of 10,591 hecto litres with a qualification 'as per 
available licenses'. Similarly, Shaw Wallace and its subsidiary 


15. See, Press Note dated April 1, 198l of the Ministry of 

Industry, (Department of Industrial Development). 

16. It may not be out of place to quote ILPIC's findings in the 
case of beer. The Committee observed In the case of Beer, 
the policy of the Government was not to approve any 
additional capacities, and the product continued to be on 
the Banned List' from December 1961 till December, 1965. 

■ Yetj, M/s. Mohan Meakin Breweries who were licensed for 4091 
K.Litres actually produced 9180, 8718, and 8391 K. Litres 
during 1965^ 19.66 and 1967 respectively". See ILPIC Report 
(Main), p.94. ■ 
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company, Maharashtra Distilleries, have been reporting merely 
that they had applied for COB licences, thereby implying that 
their cases were still pending with the C-overnment. Shaw Wallace 
further confuses the issue by reporting 'Not Applicable' In the 


place specified for reporting the licensed capacity, while adding 
a foot-note regarding its COB application. This means that the 
company is remaining non-committal and thereby keeping its legal 
options, on the question of capacity, open. While Carew & Co., 
which produces potable alcohol and country liquor from purchased 
rectified spirit, claims that licensing is not applicable to it 
McDowell & Co., explains that production includes alcohol 
produced and bottled out of rectified spirit, which it claims was 
not considered as 'manufacturing' under the IDRA ! 



Expansion Despite Ban 


Another point that comes out of the industry details, is 
that companies like Skol Breweries, Sica Breweries and Mysore 
Breweries reported an increase in their installed capacity while 
the official policy has been to allow no further expansion of the 
capacities. The case of Kay Distilleries is somewhat .unique 
because it reported that it received sanctions to exceed licensed 
capacity, which would be contrary to the pronounced policy of the 
Government. It would have been possible to expect that the 
company might have been exporting 'Indian Made Foreign Liquor' on 
account of which it might have got the reported permission. But 
the company's Annual Reports for the years 1979, 1980 and 1981 do 
not show any export earnings^ 

It is evident from the above that the 'ban' only helped the 
existing companies to retain their hold on a protected market. 
The situation appears to have worsened because the already 

entrenc’ 
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impletnented. It appears, from what tlie com patiies claim, that in 
this. industry licensed capacities had not been determined earlier 
in a number of cases. The manufacturers enjoyed virtually full 
freedom from the licensing provisions; the more notable cases in 
this regard were of Mohan Meakin, McDowell and Shaw Wallace. 
Could this have happened without the knowledge of the Central and 
State Governments? The fact cannot be overlooked that this 
industry attracts a high rate of excise duty. It is a legitimate 
expectation that the companies would have paid excise duty on the 
reported level of production. It is also generally believed that 
because of high rates of excise duty there is an unavoidable 
temptation to evade the duties, which in turn can provide 
substantial amounts of un-accounted money. Does this have some 
bearing on the fact that open violations of the policy can 
continue without attracting penal action? These issues are 
important and relevant but fall outside the scope of this study. 

Industry-wise Utilization of Installed Capacities 

Tables-III.7 and 111.7(A) present the utilization pattern of 
installed capacities in various industries. Table-III.7 shows the 
number of licences in each utilization range. Table-1II.7(A) 
shows the ; percentage distribution according to these ranges. It 
may be observed that out of the 2,968 llceKces studied, there 
were 217 cases (7.3 per cent), where no capacity had been 
installed and hence there had beejn no production. If one goes by 
numbers the largest number of wholly un-iraplemented licences was 
in the 'chemical industry' (62 licences) followed by 'machinery 
and machine tool industry' (49). However, the proposition of 
unimpleraented licences to the total of the industry was not very 
different from the overall pattern. In the case of 'beverages and 
tobacco products', 'plastic, rubber and petroleum products' the 
proportion of un-implemented licences was distinctly lower, i.e. 
2.7 per cent as against 7.3 per cent for the Survey. 
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In the industry category 'machinery and machine tool 
industry', no production data was reported in nearly 30 per cent 
of the licences, even though the companies had reported installed 
capacities. Excluding the 'other industries' category, non- 
utilization of installed capacities was also significant in the 
case of 'metal products' (22.2 per cent), 'transport equipment' 
(15. B per cent), 'food products' (14.1 per cent), and 'electrical 
machinery' (12.7 per cent), industries. More than 75 per cent 
utilization of the installed capacities was reported in the case 
of 45.1 per cent of licences in textiles, 39.8 per cent of the 
licences in 'paper and paper products', 38.1 per cent of the 
licences in 'non-metallic mineral products' and 34.3 per cent of 
the licences in the case of 'beverages and tobacco products', the 
corresponding all-industry figure being 24.5 per cent. 

Licensee Category and Utilization of Licences 

On the question of capacity utilization, it is often 
believed that since large companies have easy access to a wide 
range of resources (in terms of capital, manpower, technologies 
and information), these are the ones which would be able to 
install the licensed capacities in a shorter period vis-a-vis the 
small-sized companies. In a similar manner, it has been very 
often argued, in the past that Large Industrial Houses and foreign 
companies with resource capabilities of a much higher level than 
of any relatively small company, are able to utilize their 
licences.17 One of the main factors in administering the ILS has 
generally been the Government's keenness to grant licences after 
assessing the applicant's capabilities to utilize the same* In 
view of this a hypothesis needing to be tested woal<J that 
'Large House and f oreign-controlled companies' perform better in 
utilization of licences as compared with non-Large House and 
small er- companies. ' 

17. See for instance, INDIA, Report of the Mdhopolies Inquiry 

Commission New Delhi; Manager of PublTcation, I¥b5, p . / . 
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To test the above hypothesis, the 736 companies in the 
Survey were grouped according to their ownership and control 
charac ter istics.13 The share of companies thus grouped in the 
number of licences held by them and the extent of utilization 
( i.e. the ratio of production to the licensed capacity in terms 
of percentages) is given in Table-IIl.So Firstly , companies 
registered under the MRTP Act were grouped as one categoryo 
Their total number was 269, of these, 60 companies were either 
dominant by themselves or were assessed as dominant along with 
their inter-connected undertakings. 19 The 269 companies, 
registered under the MRTP Act , held 1,401 licences. Out of 
these, 234 licences remained wholly un-utilized since the 
companies do not report any production against these licences. 
Mon-dominant but MRTP Act- registered companies (belonging to 
Large Industrial Houses) held 990 licences out of which 18.5 per 
cent (183 in number) were at zero level of production. One 
could, perhaps, exclude the 'zero level utilization' licences on 
the assumption that these licences, as a category, were non- 
starters, or that these were in- the pipeline and production might 
not have started because of one, or another reason.20 Out of the 


18. Excluding the 33 companies where production and licensed 
capacity could not be compared even for a single product. 

19. Sub-Section 20a(i) applies to large undertakings which 
independently control assets of not less than Rs.2D crores; 
20a(ii) applies to undertakings which along with other 
undertakings of the same group (GICU) control assets of not 
less than Rs. 20 crores; 2Db(i) and 20b(ii) apply to 
undertakings which are dominant in some product line either 
independently or as GICU respectively. A company, however, 
might be attracting more than one sub-section. 

20. For instance, Escorts has been reporting since 1975 (the 
earliest year for which we could get information) that the 
products (1) petrol graders. (2) hydraulic digger 
excavators, (3) hydraulic pumps, (4) hydraulic control valves 
and (5) hydraulic cylinders were "Under Develoment". The 
reporting has not changed even in 1981. (See Annual Report 
1981, p. 67 of Escorts Ltd.). Similarly, National Radio & 
Electronics . Co. (NELCO) has not been reporting any production 
or installed capacity against its licences for manufacturing 
(1) curve tracers, (2) multirange DVMS, (3) mul.tirange 
analyse analogue voltmeters, (4) sine wave generators, (5) 
sweep generators, (6) square wave and pulse generators and 
(7) digital telemetering and telecontrol systems at least 
since 1977. The company reported in 1981, that "the schemes 
for whxch these licences have been received are under 
implementation" (See the company's Annual Report, 1980-81, 



TABLEAU! #8, 

Showing . the Distribution of Licences According to the Licensee 
Category and the Range of Utilization (Production to Licensed). 


(Numbers) 


S* Licensee Category 

Mo* 

No. of 

Licences 

in Utili 

zation Range 

Total 
Licences 
Studied of 
the Group 


Zero 

(%) 

1-25 

(%) 

25-60 

(%) 

60-100 

(%) 

1 


3 

4 

5 

6 

1. MRTP Companies 

234 

(16.7) 

312 

(22.3) 

289 

(20.6) 

353 

(25.2) 

1.401 

(100.0) 

2* Dominant Undertakings 

51 

(12.4) 

106 

(25.8) 

85 

(20.7) 

101 

(24.6) 

411 

(100.0) 

3# Large Rouses 

(CIS classification) 

370 

(19.4) 

435 

(22.8) 

404 

(21.1) 

444 

(23.2) 

1,911 

(100.0) 

4. Other Groups 

(CIS classification) 

100 

(26.4) 

107 

(28.2) 

86 

(22.7) 

58 

(15.3) 

379 

(100.0) 

5. Companies at present 13 

Under Public Management(17.6) 

20 

(27.0) 

20 

(27.0) 

19 

(25.7) 

74 

(100.0) 

6. Former Branches fii Sub~ 
sidiaries (ILPIC) and 
PESA Companies (1974) 

105 

(15.8) 

146 

(22.0) 

123 

(IS. 6) 

165 

(24.9) 

663 

(100.0) 

7. Other Companies with 
Foreign Equity of 

25% and more (excl. fi) 

44 

(18.0) 

59 

(24.2) 

57 

(23.4) 

54 

(22.1) 

244 

(100.0) 

8. Other Companies with 
Foreign Equity 
between 10 & 25% 

(excl. 6 & 7) 

45 

(21.6) 

55 

(26.4) 

58 

(27.9) 

36 

(17.3) 

208 

(100.0) 

9. Joint Sector Companies 

16 

(18.8) 

16 

(18.8) 

22 

(25.9) 

20 

(23.5) 

85 

(100.0) 

10. Other companies 

165 

(23.1) 

200 

(28.0) 

164 

(23.0) 

119 

(16.7) 

714 

(100.0) 

All Companies 

648 

(21.1) 

762 

(24.8) 

674 

(21.9) 

641 

(20.8) 

3,078 

(100.0) 


Notes: 1# The column totals will not add up to the 'All companies' 
total since there- is ^naturally, considerable, overlapping..., 
between the groups* Therefore, each Group of Companies has 
to be treated as such* 

2. Number of licences reported exclude 141 non-comparable ones# 

3*. ;. Figures ..in ...brackets -are- percentages'., calculated .with: ^■■respect to 
the Group totals. 

...A#,. , See.^:App^e^ for' the CIS classification of companies# 







total licences held by the companies* 22«3 and , 20^6 per 

cent respectively were ‘in the 1-25 and 25-60 pex cent (production 
to liceo-sed capacity;) ranges of nnder-ntilizat ion® For the 
Survey as a whole the corresponding percentages were 24«8 and 
21®9® For the ncn-Larg e-House companies and companies, associated 
with foreign companies^ the percentage of gross, under-utilized (1 
- 25 per .cent utilization) licences was higher^ . i®e® '28®0 per 
cent compared to the 22*3 per cent for MRTF Act companies and 
24®8 per cent for all companies included .in the Surve.y ® Thep 
difference is^ obviously ^ a marginal one® The empirical 
evidence to sustain the view that Large .House and foreign- 
controlled companies perform better at utilization of the 
industrial licences, is thus rather thin* 

Pogilnant Undertakings and Under-utiliz.atioii of Licences '. 

The results of the Survey also show ' that many ■ of the 
dominant ■ undertakings, accounting for more than " one- third of the 
national production were not utilizing .their licensed capaciti.es 
to the full® It may be interesting and' useful to -inpuire Into 
the reasons for low production in. the units enjoying -a dominant 
position in the product market® If an undertaking Is dominant 
in a particular, product ,and controls substantial output., the 
company may deliberately resort ,to under-utilization of the 
capacities, and . the company' decision may, result in creation of an 
artificial scarcity,' of : the product® Ano.ther way of examining 
excess , or lower .production wo,uld be.' to,'.S't.udy all the cases of 
dominant undertakings* ' A limited investigation has been 
attempted in this, regard® 

A dominant undertaking may not be dominant in all the 
products manufactured by it* We have attempted to identify the 
dominant line of production® A list of companies producing less 
than 60 per cent of ' the licensed capacities of products in which 
they were dominant is given in' Table-III®9*- The* list includes 




62 


S £ 

•H CO 


“1 OQ O 
•<f Cm 


IP I 

llll 


Cu 

S' 



i 

u 


g 


f 

"1 

£ 

1 

4^ 

U 

cu 

•c 

cd 


1 

CO 

S 

'? * ’ * 

rH 

ii 


.y 

s 

•S o o o 

u 

*3 

CO 

£ 

1 

CO 

T3 X! 'O 

•ai 1 1 1 

4K 

rH 

r-4 

t 

■qJ 

IS 



M 

2 

(F 


§ g $ 
^ 


i il 


CO a\ 




63 


companies like Alkali and Chemical Corporation (ACGI)^ Motor 
Industries Co* (MICO) and WIMCO* A.nother, list of dominant 
under takings § registered under the MRTP Act ^ and which are 
producing at less than 60 per cent of their licensed capacities 
is given in Table“-III*9(A)* Chloride (I) presents an example of 
deliberate under-utilization* It may be seen that^ the company's 
production of containers and separators for sale accounts for' 
only 1*7 and 0*2 per cent respectively of the corresponding 
licensed capacities. An enquiry under Section 10(a) (iv) of the 
MRTP Act was conducted for alleged ’Testricting ■ of production of 
containers and separators withholding the essential components 
from the small scale units’* by the coinpany«21 The commission 
passed a 'cease and desist' order on December 5, 1980.22 This is 
an area for a thorough empirical investigation. 


Utilization of Licences by Large Houses 

Table- ill. 10 provides a distribution of licences according 
to the extent of utilization, (production to licensed 
capacities), by the top twenty Industrial Houses, (identified on 
the basis of the assets for the year 1979 as estimated by 
Government). The names of companies belonging to the Houses and 
covered in the Survey ore given in Appendix-Ill. 

It will be noticed from Table-^III. 10 that zero level of 
production was noticed in 28.8 per cent of the licences held by 
the Tatas, and in 22.7 per cent of the licences held by the 
Birlas. Production was not reported by National Radio &. 
Electronics Co., a Tata House compsiny for as many as 16 licences 
in the year 1979. Other companies belonging to Tatas and which 


/INBIAi Ministry: of . Law,. Justice' & ■ Company .Affairs,. ..The,,' Ninth. 
Annual Report, pertaining to the execution of the 'provi'SIttii' 

oT The mTP-TTc mW9“To r fX o^TTro la ^ 

TcTlTstTJ^ellTer, 1979. p. 126. 

Ibid ., Tenth Annual Report, p. 122. 
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TABLE-III. 16 

Showing the Distribution of Licences Held by the Top 20 
Industrial Houses According to the Extent of Utilization 

(Production to Licensed ) 


(Numbers) 


s. 

No.' 

industrial 

House 

No* of 

Licences in Utilization 
Range 

'(if 

Total 

Licences ■ 
Studied 


1 

2 

3 

4 

5 

6 

1. 

Birla 

50 

(22.7) 

38 

(17.3) 

39 

(17.7) 

52 

(23.6) 

220 

( 100.0) 

2. 

Tata 

57 

(28.8) 

40 

(20.1) 

51 

(25.8) 

31 

( 15.7) 

198 

(100.0) 

3. 

Ma f a 1 1 a 1 

( 14.3) 

11 

(31.4) 

8 

(22.8) 

8 

(22.8) 

35 

( 100.0) 

4. 

J*K« Singhatiia 

7 

(20.0) 

10 

(28.6) 

6 

(17.1) 

7 

(20.0) 

35 

(100.0) 

5. 

Thapar 

9 

( 20.9) 

7 

( 16.3) 

9 

(20.9) 

11 

( 25.6) 

43 

(100.0) 

6 • 

Sarabhai 

2 

(28.6) 

0 

(0.0) 

(14.3) 

4 ■ 

(57.1) 

7 

(100.0) 

7. 

Bangur 

(24.1) 

4 

( 13.8) 

10 

(34.5) 

(17.2) 

29 

(100.0) 

8. 

I.C.I. 

(4.2) 

4 

(16.7) 

4 

(16.7) 

10 

(41.7) 

24 

(100.0) 

9. 

A.C.C. 

4 

(40.0) 

3 

(30.0) 

1 

(10.0) 

2 

( 20.0) 

10 

(100.0) 

10. 

Shri Ram 

11 

( 25.0) 

11 

( 25.0) 

3 

(6.8) 

13 

(29.5) 

44 

( 100.0) 

11 . 

Kirloskar 

19 

(22.6) 

36 

(42.9) 

18 

(21.4) 

9 

(10.7) 

84 

(100.0) 

12. 

Hindustan Lever 

0 

(0.0) 

4 

(30.8) 

0 

(0.0) 

(7.7) 

13 

( 100.0) 

13. 

Larsen & Toubro 

8 

16 

7 

9 

43 

14. 

(18.6) 

(37.2) 

(16.3) 

(20.9) 

( 100.0) 

Modi 

(13.6) 

(4.6) 

4 

(18.2) 

10 

(45.5) 

22 

( 100. 0) 

15. 

Chowgule 

(33.3) 

1 

(33.3) 

0 

(0.0) 

1 

(33.3) 

3 

( 100.0) 

16. 

Bajaj 

6 

(18.8) 

11 

( 34.4) 

2 

(6.3) 

11 

(34.4) 

32 

( 100.0) 

17 . 

Lalbhai 

6 

(27.3) 

(13.6) 

7 

(31.8) 

4 

(18.2) 

22 

( 100.0) 


Notes: 1. For the list of companies Included under each of the above 
Houses see Appendix III. 


2. Tin Plate Co. of (I) Ltd. which is inter-connected with companies 
both of Oil India and Tata Houses is included in the House of 
Tata. No company belonging to Scindia and Bhiwandiwala Houses is 
represented in the Survey . ■ 

3. Figures in brackets are percentages calculated with respect to 
the House totals. 
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did not report production against a number of ilcenceSs were 
¥oltas,(ll iicences)^ TELCO (7 licences)^ Tata Chemicals (5 
licences) and Tata-Robins’-Fraser (5 licences). The' relative 
perforiaance of the two top Houses, in the matter of utilization 
of lic.ences, ( i^e. actual production to the licensed capacity), 
was better for the Birlas in each range of utilization* Of the 
Birla-House-held licences, 17.3 per cent were in the 1-25' per 
cent range, as against 20.1 per cent for the Tatas* Hearly 
three-fourths of the licences held by the Tatas were being 
utilized at less than 60 per cent level of the licensed 
capacities; the corresponding percentage for the Birlas- was 57«7 
per cent. Among the Large Houses an interesting case appears to 
be that of the Rirloskars, who were totally unable to use 22*6 
per cent of their licences, and in another 42.9 per cent of the 
licences held by them, the utilization rate was less than 25 per 
cent. It was only in 10.7 per cent of the licences that the 
Kirloskars were utilizing between 60-100 per cent of the licensed 
capacities. ' 

What could this level of gross under-utilization of the 
capacities with the Indian Big Business suggest? Firstly ., it 
seems that there was hardly any reason to believe that Big 
Business in India has ever been put under any real constraint by 
the ILS. Secondly , the ease and comfort with which they hold on 
to the licences is also indicative* of the practice of pre-emption 
as well as their desire to bite off far more than what they can 
chew. Thirdly , the Large Houses have invested huge capital 
resources of the nation which remain very Inefficiently utilized. 
From the viewpoint of administrative discipline one would need to 
ask : why has not the Government revoked the licences since these 
were not being utilized for years?' There is need for a more 
elaborate and detailed analysis of the impact of the ILS in 
creation of private monopolies, and diversion of national capital 
in areas where it is scantily utilized. A number of specific 
research studies, can be undertaken- for consideration of the 
policy makers. 
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Cases of Productioii in Excess of Licensed Capacities 

Of the total of 3,078 licences ^ covered in the Survey , 
belonging to 736 companies, there were 353 cases in which the 
level' of production was in excess of the licensed capacitie.s# 
Table-Ill. 1 1 shows the distribution of such cases according 'to 
different groups of companies, and in different ranges of 
excesses* In 1975, there was a general policy .announcement under 
which automatic growth of capacity was permitted to selected 
engineering industries. 23 The plea for 'automatic growth' to 
permit normal expansion to the companies has been discussed for a 
long time. In five years, the maximum escalation in capacity 
can, according to the licensing regulations, be 25 per cent. 
Though the facility for automatic growth of capacity was allowed 
to selected industries only, it appears that a number of 
companies take this concession to be available to all industries. 
It is perhaps because of this that many a company reports the 
installed capacities for various articles as exactly 25 per cent 
higher than the size of capacities endorsed on the licences. 24 
Out of the total excess capacity cases, 182 were such in which 
the excess production over the licensed capacity was not more 
than 25 per cent. In 65 cases excess production was in the range 
of 25-50 per cent. The next range (50-100 per cent excess) had 42 
cases* It was only in 64 cases that production was more than 
double of the licensed capacity. The. practice of attaining 
production far in excess of the licensed capacity is more marked 
in the case of MRTP Act companies and foreign controlled 
companies. (See Table-III.ll, Golumn 5). These cases are listed 
in Appendices I, II and IV. 


23. Guidelines for Industries (1979), part I, p. Sec. 1-7. Also 

"see’'Tfess NoTe d a f ed Augu st 21, 1975 (p. Sec. V-i5). 

24. A typical case in this respect is that of Hindustan Lever. 

f^pQ^t and Accounts , 1979 (p.l5) of the Company wherein 
it snows installed Capacity to be exactly 25 more than the 
licensed capacity for milfe- powder, synthetic detergents, 
glycerine, fine chemicals, ossein, di-calcium phosphate, 
sulphuric acid, phosphoric acid, sodium tripolyphosphate, 
oil milling, oil seeds and industrial machinery* 



69 


TABLl-XII.ll 

Showing the Distribution of Licences Utilized in 
Excess of Licensed Capacity According to the 
Licensee Category and Level of Utiligation 

(Nunibers) 


S. Licensee Category 

No. 

No. of Licences in Excess Utili- 
zation IRange 

Unto 25-50 50-100 100 and 

25 (%) (%) (%) above(%) 

Excess 

Utilized 

Licences 

Total 

1 

2 

3 

4 

5 

6 

1 . !iPvTP Companies 

112 

44 

21 

36 

213 


(61.5) 

(67.7) 

(50.0) 

(56.3) 

(60.3) 

2 . Dominant Undertakings 

45 

11 

6 

6 

68 


(24.7) 

(16.9) 

(14,3) 

(9,4) 

(19.3) 

3. Large Houses 

134 

50 

28 

46 

258 

(CIS Classification) 

(73.6) 

(76.9) 

(65.7) 

(71.9) 

(73.1) 

4« Other Groups 

16 

4 

6 

2 

i28 

(CIS Classification) 

(8.8) 

(6,2) 

(14.3) 

(3.1) 

K7.9) 

5. Companifes presently under 

1 

0 

1 

0 

2 

public management 

(0.5) 

(0.0) 

(2.4) 

(0.0) 

K0.6) 

6. Former Branches, Subsida- 

55 

23 

15 

31 

i24 

ries (ILPIC) and FERA 

(30.2) 

(35.4) 

(35.7) 

(48.4) 

(|35.1) 

companies (1974) 






7. Others with Foreign Equity 

16 

8 

3 

3 

^30 

above 25% 

(8.8) 

(12.3) 

(7.1) 

(4.7) 

(8.5) 

B. Others with Foreign Equity 

10 

2 

1 

1 

14 

between 10 to 25% 

,(5.5) 

(3,1) 

(2.4) 

(1.6) 

(3.9) 

9, Joint Sector Companies 

•7 

1 

0 

3 

11 


(1.8) 

(1.5) 

(0.0) 

(4.7) 

(3.1) 

10. Other Companies 

32 ■ 

11 

7 

16 

.66 


(17.6) 

(16.9) 

(16.7) 

(25.0) 

(18.7) 

All Companies 

182 

65 

42 

64 



(100.0) 

(100.0) 

(100.0) 

(100.0) 

(ioo.o) 
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Notes ; 1« The column totals will not add up to the 'All companies' total 

since there is considerable overlapping between the -groups. 
Each group of companies has to be treated as such. 


2. Figures in brackets are percentages calculated with respect to 
the total number of licences in each utiligation range. 

3. See Appendix~III for the CIS classification of companies^ 
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Implications .. .for Small Scale Units 

■ The material issue involved in -the phenomenon of production 
in excess of the authorised capaci.ti.es, is whether this led, to 
any- direct or indirect adverse .consequences for other units* 
To examine this one would need to inquire about' the precise items 
in which excess production was reported, especially ^ if the 
production unit concerned was a constituent of a Large Industrial 
House or under the control of foreign companies* If ■the 

products in which excess capacities -were installed (or higher 
production undertaken) happened to be reserved, for the public 
sector or for the small scale sector, it would suggest that the 
purpose of the policy of reservation was being defeated* In an 
earlier study ^ it had been shown that there were cases where the 
production was more than twice the authorized capacities and that 
the items produced happened to have been reserved for the small 
scale sector.25 For ready reference, a revised version of this 
is being reproduced in Appendix-II to this study* 

In eases of ^excess production'", an economic justification 
could perhaps be found in the fact that the industry is a 
'priority"' one, or one where higher production is considered 
essential, and the sales, distribution and pricing are controlled 
by the Government under the IDRA * A list of products other than 
those reserved for the small scale sector, and those covered 
under special regulations , in which more than 100 per cent excess 
production is taking place is given in Appendlx-IV* 

Simul taneous. .. Excess ^ and Under-utilization 

An industrial licence is something more than a mere 
permission to undertake’ production'' in the' specif led' 'Indu's^^^ 

25* Goyal, S*K. ’^New Industrial .-.Licensing Policy”, ''Working paper 
Corporate Studies, Indian Institute of JPublic 
Administration, j^ril 23, ' ,19.82, " Annexure*-!! showing ”List of 
Big Business and Bnreign Controlled Companies Producing Items 
Reserved for the Small ' Scale' Sector”* 
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With the grant of a licence, the licensee gets entitled to a 
variety of preferences. These can be (i) in allotment of 
controlled and scarce raw materials, (ii) an easy access to 
financial accommodation (from term lending and promotional 
institutions and commercial banks), and (iii) for acquiring land. 
An industrial licence also helps to obtain a variety of 
concessions in the import of machinery and raw materials. To 
illustrate, we reproduce here two paragraphs from the 
Registration and Licensing of Industrial Undertakings Rules, 1952 
(as modified upto the 31st August, 1976): 

Allotment of Controlled Commodities to Licensed 
Undertakings: The owner of an industrial undertaking in 

respect of which a licence or a permission has been granted 
shall be eligible to the allotment of controlled commodities 
required by him for the construction or operation or for 
both construction and operation of his undertakings on such 
preferential basis as the Central Government may determine 
from time to time. In determining such preference the 
Central Government shall have due regard to the requirements 
of existing industrial undertakings. 

Concessions in the Grant of Import Licences to Undertakings; 
The Owner of an industrial undertaking in respect of which a 
licence or permission has been granted shall be eligible for 
the issue of licences for the import of goods required by 
him for the construction or operation or for both 
construction and operation of his undertaking on such 
preferential basis as the Central Government may determine 
from time to time. In determining this preference which may 
include such concession as the submission of one 
consolidated application in respect of the requirements from 
each currency area for all items shown as licenseable to 
actual users, submission of separate application for highly 
specialised items even though such items may not be shown as 



72 


li'ceaseable to actual users and priority in the matter of 
. import from different currency areas ^ the Central Governinent 
shall have' due regard to the requirements of existing 
industrial undertakings«26 

By its very character, a raw material can be used for 
production of a variety of goods® An undertaking which ■ is 
holding a number of licences, can. conveniently keep the level ' of 
capacity utilization low for certain products and much higher for 
others, by diverting the use of raw materials and facilities 
created under other licences® Are these practices being adopted 
by the corporate sector? The magnitude of such operations can 
only be assessed through appropriate case studies by the official 
agencies® Prima facie , however, there does appear to be a ground 
to believe in the existence of such practices® 

Table-III.12 shows the distribution of 153 companies which 
held multiple licences and had underutilization of some licences, 
while simultaneously reporting high^.r levels of production, than 
the licensed capacity, for other items, in the same year. A list 
of 39 companies, where one finds 3 and more cases of excess 
production, (exceeding the licensed capacity), and at least one 
licence having utilization lower than 75 per cent of the capacity 
licensed, is given in Table-III.13® 

An |.nteresting feature of the list is that the companies 
figuring in it are overwhelmingly those which are foreign 
controlled or are associated with the influential and Larger 
Industrial Houses of the country. Out of the 39 companies , as 
many as 19. were transnationals and 15 were Large House Companies. 
The case of Dunlop (I) Ltd., is illustrative of the phenomenon of 
simultaneous excess and under-ut ilization® Out of the 13 
products reported by the company for the year 1979, the licensed 
.capacities '.in .the case; of 'automobile :tyre:s, and' tubes'..,:'iner:e.a.se':d.': 
during the year. The percentages of production to the 


26. Guidelines for Industries (1982), Fart-I, pp. Sec. III-44 and 
Sec. III-45. 
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TABLE-111.12 


Showing the Distribution of Companies According to the 
Over-utilized and Under-utilized Licences Held by Them. 


(No. of Companies) 


?:Jamber of licences 
utilised less than 

75 per cent 

Number of licences 
licensed 

utilised in 
capacity 

excess of 

1 

2 

3 

4 

5 

6 & above Total 

1 

2 

3 

4 

5 

6 

7 

8 

1 

21 

2 

3 

0 

1 

0 

27 

2 

14 

4 

3 

1 

1 

0 

23 

3 

11 

4 

4 

1 

2 

0 

22 

4 

2 

1 

1 

1 

0 

2 

7 

5 

5 

1 

0 

1 

4 

2 

14 

6 & above 

31 

17 

6 

5 

1 

0 

60 

Total 

85 

29 

17 

9 

9 

4 

15 3 


Note : Over utilization; Production exceeding the licensed 

capacity . 

Under utilization: Production being less than 75% of the 
licensed capacity. 
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Showing Companies which had 3 or Ifere Over Utilized 
Licences also Hdvihg Undef-uniTzed Licences' (1979) 


(Numbers) 


S. Name of the Company 

No. 

Association/ 
Foreign Company 
Status 

Utilization* 

Total 

Licences 

Studied 

(No. 

Over 

of Licences) 
Under Full 

1 

2 

3 

4 

5 

6 

1. Hindustan Lever 

Hind. Lever/ FEPA 

8 

5 

0 

13 

2. Philips (I) 

FEFA 

8 

4 

5 

17 

3* Satidoz (I) 

FEBA, 

6 

5 

2 

13 

4. Dunlop(I) 

FEM 

6 

4 

1 

11 

5^ Volt as 

Tata 

5 

26 

2 

33 

6* Boehringer Knoll 

Rallis#/FERA 

5 

5 

2 

12 

7* Union Carbide (I) 

FEP-A 

5 

5 

2 

12 

8. Metal Box 

FF,RA 

5 

5 

1 

11 

Glaxo Laboratories (I) 

FEM 

5 

5 

0 

10 

10. Bayer (I) 

FERA 

5 

3 

0 

8 

IK Gwalior Rayon 

Birla 

5 

3 

0 

8 

12 « Indian Bayon Corpn* 

Birla 

5 

2 

1 

8 

13* Centnty Spg. & Hfg. 

Birla 

5 

1 

1 

7 

14* Delhi Cloth&General Mills 

Shrirara 

4 

14 

4 

22 

15 • Excel Inds# 

Tata® 

4 

13 

5 

22 

16» Guest Keen Williams (GKIO 

FERA 

4 

16 

1 

21 

17* Travancore Chemical & Hfg 

♦ * . . , 

4 

7 

4 

15 

18 Pfizer 

FEBA 

4 

8 

2 

14 

19. Ifotor Inds., Co. (MICO) 

FEBA 

4 

5 

4 

13 

20. Tata Oil Mills Co. 

Tata 

4 

4 

0 

8 

:21,. Caprihans (I) . . 

D.U. 

4 

3 

1 

8 

22. flesoram Inds. 

Birla 

4 

2 

3 

: 9 

23. Elgi ' Equipment 

L.G. Balakrishna# 

3 

15 

. 1 

19 

24. Best Crompton 

+ 

3 

11 

3 

17 

25. Andhra Sugars 

Andhra Sugar 

3 

12 

0 

15 

26. English Electric Co. 

GEC/FERA 

3 

9 

2 

14 

27. Electronics Ltd. ,■ , 

Spencer# 

3 

11 

0 

14 


Contd* • « * 
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/'N'lwnHprs'' 


S« Mame of t!^ Cbmpany 

Ho. 

Association/ 
Foreign Company 
Status 

Utilization^ 


Total 

Licences 

Studied 

(No. 

Over 

of Licences) 
Under Full 

1 

2 

3 

4 

5 

6 

28. Bestobell (I) 

FFJA 

3 

7 

1 

11 

29. L.G. Balakrislma & Bros. 

L* G. Baiakris'hna# 

3 

4 

1 

8 

30. National Engg. Tnds. 

Birla 

3 

3 

2 

8 

31. Dhrangadhra Chml Works 

S.P. Jain 

3 

3 

1 

7 

32. Macneill & Magor 

Macneill llagor/FEFA. 3 

3 

0 

6 

33. Assam Carbon Products 

India Carbon# 

3 

3 

0 

6 

34. lyfahindra Spicer 

Mahindra 

3 

2 

0 

5 

35. Straw Products 

J.K. Singhania 

3 

2 

1 

6 

36. Crompton Greaves 

Ibapar 

3 

2 

4 

9 

37. Indian Explosives 

ICI/FERA 

3 

1 

3 

7 

38. Hindustan Aluminium Corpn.Birla 

3 

1 

0 

4 

39. May & Baker (I) 

FEFA 

3 

1 

0 

4 


FERAstatus is shown as in 1974 when the Act came into force. 

# C.I.S. classification. 

0 Tata-Second Tier Co. (ILPIC); DU: Dominant Undertaking (MRTPA 1969). 

+ It was formed through the amalgamation of two FERA companies, 
namely Best & Co. Ltd. and Crompton Engg. (Madras) Ltd. 

* Over utilization - production exceeding licensed capacity; under- 
utilization - production less than 75% of licensed capacity; and full 
utilization - production between 75 to 100% of the licensed capacity. 
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corresponding licensed capacities for the rest of the eleven 
products are given in Table-IIIo 14. It is evident that the 
utilization varied from 158.8 per cent in the case of 'fan & vee 
belts' to just 25.4 per cent in the case of PVC belting. 

Similarly, as against an excess production by 263.3 per cent 
in case of synthetic detergents, 131.5 per cent in case of soaps, 
125.1 per cent in respect of milk powder and 127.1 per cent in 
case of hydrogenated oils and vanaspati, Hindustan Lever's 
production accounted for just 3.0, 5.0 and 15.4 per cent of the 
licensed capacities of phosphoric acid, sodium tripolyphosphate 
(STPP) and sulphuric acid respectively during the year 1979. 
Similarly, we find that Motor Industries Company's (MICO's) 
utilization of licences during 1979 varied from 136.8 per cent in 
the case of multi cylinder pumps, to just 0.3 per cent in the 
case of glow resistors. 

The limited point that is sought to be made here concerns 
not the violation of licensing provisions by the manufacturing 
companies, but their ability to exceed certain licensed 
capacities by, however small an amount it may be (leaving aside 
the liberalisations and permissions under the ILS,) while 
utilizing other licences at a low level. It naturally appears 
difficult to accept, in the circumstances, that this under- 
utilization is because of any raw material shortages or 
infrastructural bottlenecks. It is more likely to be a result of 
a conscious decision of the enterprises which essentially respond 
to market forces by diverting resources and raw materials meant 
for, and obtained in the name of, particular industrial licences, 
to other products which the companies concerned find more 
profitable. 

This Chapter has brought out the main results of the Survey 
of capacities and production in the organised sector of the 
Indian economy. A fact that emerges very sharply is that the 
industrial sector suffers from gross over-capitalization. The 
capacities built over the past three decades are far in excess 
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TABLE~III . 14 


Showing the Utilisation Pattern of Licences 
IZ Dunlop (I) Ltd . (1979) 


S . No . 

Nairi,e of the P.oduct 


Utilization (Produc- 
tion/Licensed) 

(%) 


1 



1 . 

Fan & V e e belts 


158.8 

2. 

Conveyor belting 


149.0 

3. 

Transmission belting 


124.4 

4 • 

Dunloflex hose 


113.8 

5. 

Cycle tyres 


109.1 

& • 

Braided & hydraulic brake 

hose 

104.6 

7 . 

Cycle rims 


88.2 

S. 

Cycle tubes 


6 4.6 

9. 

Repair materials 


54.3 

10. 

Metalistik 


48.9 

11. 

PVG belting 


25. 4 

Source 

; Based on Notes to the 

Dunlop(I) Ltd., p. 31. 

Accounts , 

Annual Report, 1979 of 
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of the present level of production. This has happened in spite 
of the existence of the IL3 which was supposed to regulate and 
coordinate investments in order to achieve an optimal allocation 
of the limited capital resources. It seems evident also that 
excessive capitalization would have implied a considerable 
deployment of foreign exchange resources as also a diversion of 
scarce national resources. The economic cost of building up 
large Industrial capabilities, far beyond the national 
requirements, would be high for the economy. But in the 
protected Indian market and with the variety and nature of 
fiscal and- monetary concessions and subsidies the large scale 
organized sector is still able nevertheless to flourish 
regardless of this vast squandering of resources. If the sector 
can flourish in this manner, implying much private gain and much 
social loss, in spite of such gross inefficiencies, it calls for 
a deeper inquiry. This must involve an examination of the very 
rationale of policies being pursued and the structure that today 
exists for planned national development. 

On the other hand, the Survey brings into the limelight 
violations of the ILS are more prominent in the case of 
Transnationals and Indian Monopoly Houses. Tte violations are of 
various kinds. If the ILS is operationally ineffective it is 
time that one considers the available policy alternatives and a 
coordinated action plan to remedy the situation. 





CHAPTER-IV 


REPORTING ON INDUSTRIAL CAPACITIES — A REVIEW 
OF COMPANY ANNUAL REPORTS 
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For nearly a decade it has been a legal obligation on 
corporate entities to disclose a good deal of additional 
information on different aspects of the working of the 
enterprizes. The information has to be a part of the Annual 
Report on Profit & Loss Account. Inclusion of information on the 
inustrial licences held, capacities installed and actual 
production of the goods manufactured by the company is a part of 
this obligation.! While reporting data on capacities and 
production the companies very often provide explanatory notes and 
the views they hold V7ith regard to the size of the authorized 
industrial capacities and production as also the applicability or 
otherwise of the _IMA. This Chapter presents the main findings 
of a scrutiny of nearly 2,000 Annual Reports.^ 


In assessing the degree of effectiveness of the Industrial 
Licensing System (ILS) on the basis of information disclosed in 
the Company Annual Reports it is of importance to keep in mind 
that the primary decision whether a product is under the 
Scheduled Industry list, to attract the provisions of the IDPA , 
or not is that of the company managements. The responsibility to 
ensure that false claims are not made by the reporting companies 
would rest with the Ministry or Department of Company Affairs. 


1. The Government of India vide the Notification No. G.S.R. 494 
(R) dated October 30, 1973 effected a number of changes in 
the items on which information has be disclosed in the 
'Balance Sheets' and 'Profit and Loss Accounts' of corporate 
bodies. This called for more information to be made public. 
Inter alia, the Notification requires to companies to 
futnish details regarding their licensed and instalied 
capacities, the actual production made during a financial 
year, and earnings and expenditure of forein currency as 
part of the 'Notes' to the 'Profit and Loss Accent'. For 
purposes of disclosure, the items for which the company is 
holding separate industrial licences shall be treated as 
separate classes of goods but where a coiy>any has more than 
one industrial licence for production or the same item at 
different places or for expansion of the licensed capacity, 
the item covered by all such licences shall be treated as 
one class, cf. INDIA, Ministry of Law Justice & Company 
Affairs, Companies Act, 1956 (As modified upto the 1st July, 
1975), l h 7 6,"|> - ; -4: T 7: — ^ 


2. The 2,000 companies are the ones for which the Corporate 
Studies Group could obtain the Annual Reports. 




The adiainistration of the IDEA , however, is the , primary 
responsibility of , the Ministry of ■ Industry .(Department o.f 
Industrial Development)* If a unit undertakes manufacturing o.f 
products falling under a- Scheduled Industry but does not apply 
to the Central Government for grant of an appropriate industrial 
licence,' or if an undertaking does not possess, an industrial 
licence for the goods manufactured on the plea that the^ item was 
not a Scheduled Industry, who x^ould be the arbitrator? 3 It is 
not very clear* Similarly, the nature of action that can be, 
taken against . those who give false information under the 
Companies Act regarding the oblifations of another- statute (i*e* 
IDEA ) is a matter x^hich can be decided by legal experts alone* 
This .Chapter only points out the con trad ic tlo'ns in ■ the 
information and the reporting ' practice's in the . organized 
corporate sector* The main thrust of this Review is to highlight 
various shortcomings of the ILS — as these get disclosed from 
the information provided by the coin.panies themselves* 

Claim of Mo.u-Applicability ■ 

While undertaking the Review we came across a large number 

of cases in which the companies have stated that they did not 

require industrial licence for many of the goodS'' manufactured by, 

them* Against the column in the Company Annual Reports, where 

the company ' has ' specifically to state the precise , licensed 

capacity, the comment made is; *^Not Applicable'^ or a mere dash* 

An illustrative list of companies claiming non-applicability of 

IDRA , at one time or the other during the last few years, is 

shown in Appendix-V.4 This being a technical matter the 

3* The fact that the government does not have a policy to deal 
with such cases is evident from, the statement of the Union 
Minister for Petroleum, ■ Chemicals in the Rajya Sabha 
regarding the action, that -./can be taken against companies 
like Pfizer (31 drugs)* Glaxo (26 drugs), warner-Hlndustan 
(23 drugs) which were found to be producing items without 
.proper authorizations.' ■ The-... Minister stated that a decisl,oii 
on such unauthorized production could be taken only after a 
general policy was formulated. Cf. Times of India , July 20, 


4. Some companies, including Searsole' -Chemicals, Mahindra 
Sintered Products , and Suri & Nayar, however, reported 
licensed/registered capacities in subsequent years. 
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correctness or otherwise of the company's claim can only be 
scrutinized by the DGTD or other competent agencies. It is, 
however, strange that one comes across, on the one hand, 
companies claiming that the licensing system was "not 
applicable", for production of a product while there are others 
holding licences for the production of the same product. For 
instance, while Eastern Abrasives Ltd. (See Appendix-V) claims 
that for manufacturing "coated abrasives" the licensing 
provisions were "not applicable", its parent company. Carborundum 
Universal Ltd., held a licence for the same very product for a 
quantity of 1,50,000 reams. 5 Few more examples of this type are: 

(i) Hindustan Lever claims that licensed capacity is not 
applicable for ghee because it was a non-Scheduled 
industry, but Sabarkantha District Co-operative Milk 
Producers' Union Ltd. held a Substantial Expansion 
licence containing a sub-limit of 4,000 tonnes capacity 
of ghee vide CIL:95/81 dt; 6.5.81 (7B8/79); 

(ii) While Bharat Bijlee claimed that licence is not 
required for manufacturing 'lifts', the Otis Ltd. in 
its Annual Report for the year 1979 reported a licensed 
capacity of 759 'lifts' per annum; 

(iii) While Carew & Co. stated that distilling of 'spirit' 
does not come under licensing. New Swadeshi Sugar Mills 
in its Annual Report for the year 1980 reported a 
licensed capacity of 22,700 litres of 'spirit' per day; 

(iv) While Coromandel Garments claimed that for 'garments' 
licensing is not applicable, Rallis India in its 
Annual Report for the year 1979 reported a licensed 
capacity of 8.40 lakh numbers of the same item; 


Carborandum Universal Ltd, Annual Report , 1979, p. 24. 
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(v) While Rallis India claimed that licensing is not 
applicable for mixed fertilizers, Adarsb Chemicals & 
Fertilizers Ltd. reported a licensed capacity of 25,000 
tonnes of the same product in its Annual Report for the 
year 1979. (p. 22). 

(vi) Both East India Carpet Co. Ltd., a subsidiary of the 
Oriental Carpet Mfrs. Co. Ltd. and Modi Carpets Ltd. 
report production of carpets. While the former claims 
that "licensing is not applicable to this industry", 
the latter reports a licensed capacity of 25 lakh 
pounds of 'Tufted Carpet/Yarn' in its Annual Report for 
the year 1980, (p. 29). 

The companies reporting 'non-applicability' of the 11.8 could 
be doing so either because they claim to be constituents of the 
small scale sector or because according to them the product did 
not fall under the Scheduled Industries category of the IDRA or 
that the company enjoys a special exemption from the IDRA. Since 
most of the companies do not give the precise reason for non- 
applicability, it is not possible to say how many cases could 
genuinely or technically qualify for exclusion from the ILS . 
The practice of claiming exemption from the ILS on the plea of 
being a small scale unit appears to be a common one. For 
instance, Fulford (I) Ltd. and Ethnor Ltd. (See Appendix-V) (the 
latter being a subsidiary of the Johnson & Johnson Ltd.) claim 
that they did not require any industrial licence for any of the 
products manufactured by them. This could be because the 
undertakings claim the exemption available to small scale units. 
This appears logical as the corapanies are indeed listed among the 
'Small Scale Manaufacturers' of 'Drugs, Pharmaceuticals and Fine 
Chemicals', who are also members of the 'Basic Chemicals, 
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• t ^ fi 

Pharmaceuticals & Cosmetics Export Promotion Council . 
Similarly, Nicholas Laboratories Ltd., (See Append ix-V) seems to 
have claimed non-applicability of licensing because Indian 
Schering Ltd. and Nicholas India Ltd., whose business the 
Nicholas Laboratories had taken over, before the take-over were 
small scale units. 7 The Kemp & Co. Ltd. (See Appendix-V) was 
also a sm.’^ll scale unit ;because ■ 'orar ji Gokuldas Spg. & Wvg. Co. 
Ltd., in its Annual Report for the year 1979 stated "The 
pharmaceutical division was purchased from Kemp & Co. Ltd. with 
effect from 12.3. 197*^. The licensed capacity in this respect is 
not given as it is presently categorized as a small scale 
industry. "8 


A large number of transnational companies appear to operate 
outside the provisions of the I DBA . 9 Few of them claim 
exemptions as they were registered as small scale units, there 
are others which claim that licensing provisions are not 
applicable to them either for all or some of the products 
manufactured by them. For instance, Indian Duplicator Co. Ltd. 
(formerly Gestetner Duplicators Pvt. Ltd.), Monotype (I) Ltd., 


6. In addition to this, the prospectus of Fulford (I) Ltd., 

dated August 27, 1981 states that "The company is 

registered... with the Directorate of Industries, 
Manarashtra,_ vide certificate No.MH/GB/C-149 dated 12th 
October, 1971 as amended by letters No. SSI/RGN/GB/C- 
109/71/12755 dated 22nd August, 1972 and No. SSI/RGN/C- 
109/71/11428 dated 26th June, 1979 Issued by the said 
authority." 'SSI' in the registration number obviously 
indicates that the Company was registered as a small scale 
unit. 

7. Cf. List of Small Scale Manufacturers who are members of 
"Sasic Chemicals, Pharmaecuticals and Cosmetics Export 
Promotion Council in Thapar's Indian Industrial Directory 
and Export & Import DiTdctoiry "of the Wofl'd, 1980-81, Section 

: :r80 ' f 2D6 — 7- 

8. See; Section 22(ii) of the Bombay Stock Exchange Official 

... . Directory . ^ 

9. A number of foreign companies in fact escaped IDRA, because 
tea processing industry was not included in the Schedule to 
the Act, even though it was "included in the Schedule to the 
original Industries Development and Control Bill". (Cf. 
INDIA, Report of the Select Committee on the Industries 
(Develop"menr""anan[:6nff oTT'^il 1'9"49. M iriufes""of Di§‘§l'hf“h5r 
Rr-'TgMataram'atr and' ' Other 
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Indrol Lubricants & Specialities Ltd. (which has taken over the 
assets and business in India of Castrol Ltd. U.K. through 
amalgamation)., Molins (I) Ltd., Tide Water Oil Co. (I) Ltd. and 
Tri-Sure (I) Ltd. claim exemption from the ILS which is available 
to small and medium scale sectors. The Gramophone Co. of (I) 
Ltd., Hindustan Lever Ltd., Colgate-Palmolive (I) Ltd., Crescent 
Dyes & Chemicals Ltd., Britannia Industries Ltd., Reckitt & 
Colman of (I) Ltd. are constituents of well known large 
transnationals. For a number of products they claim 'non- 
applicability' of the licensing system to them. Interestingly 
enough the value of such products (for which an exemption from 
the licensing system was claimed) in their total turnover 
happened to be substantial. For instance, the Gramophone Company 
of India claims non-applicability of the industrial licensing for 
production of records which accounted for nearly 69 per cent of 
its overall sales during 1980-81.10 Similarly, in the case of 
Reckitt & Colraan of (I) Ltd., 'food products', 'detergent 
preparations', 'polishes and compositions' accounted for 78.6 per 
cent of the salesll for the year 1980.12 In the case of 
Britannia Industries Ltd., bread, cakes and marine products, for 
which no licensed capacity was reported, accounted for 27.5 per 
cent of the company sales for the year 1980.13 

Limited Scope of Licensing 

The ILS, by its very character, has relevance to only a part 
of the national industrial activity. It is not a comprehensive 
system of regulations as may be necessary in a planned economy. 
The successive upward revisions in the exemption limits of 


10. Cf . Gramophone Co. of (I) Ltd., Annual Report , 1981, p. 23. 

11. Excluding sales of detergent products purchased for re-sale. 

12. Cf. leckitt & Colraan of (I) Ltd., Annual Report, 1980, p. 

T5’. ' , _ . 

13. Cf. Britannia Industries Ltd., Annual Report 1979-1980, p. 
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investment and dilicensing of some Scheduled Industries have 
considerably narrowed down the . coverage and scope of the ILS*14 
In reality the system's coverage gets further restricted by, the 
fact that many companies can easily get away from the industrial 
regulations by declaring that the licensing provisions were not 
applicable to 'them* The extent to' which the licensing laws are 
flouted cannot be fully assessed as we have no means of verifying 
whether the claims of non-applicability, as made In the Annual 
Reports, are really valid*15 Moreover, the fact that for the 
same product a few companies hold a licence and others do not 
(whatever may be their plea) suggests that the acceptance of the 
obligation to respect the ILS is a matter of the 'sweet will' of 
the corporate bodies concerned. The case of Asbestos Cement, a 
foreign controlled company registered as a dominant undertaking 
under the MRTP Act , and which continues to be covered by the FERA 
may illustrate this point further. The company merely reported 
that ’’there were no licensing procedures at the time of the 
commencement of production.” The ILS, therefore, seems to exist 
only if some one wishes to be regulated under its network. 
Those who do not take cognizance of the ILS, can expand and 
establish new undertakings according to their own assessment of 
the market potential. Since a number of companies belonging to 


14. See above (Chapter I) for successive upward revisions of 
exemption limits from the scope of the industrial licensing 
system. ■ 

15. The cases of Pfizer, Glaxo and Warner Hindustan cited 
earlier will only underline this point, (see foot note 
3) • 

16. Yet another example of this nature of the ILS is provided by 
Ciba-Geigy of India Ltd. Tooth brushes sold by it under the 
trade mark 'Binaca' of which Ciba-Geigy of India Ltd. are 
the licensed users in India, a popular brand* The item is 
supposed to be reserved for the small scale sector. One 
should imagine that the company would have a licence for 
this because the company reported a sale of 26.7 million 
numbers of tooth brushes for the year 1981. We, however, do 
not find tooth brushes as an itemin the schedules showing 
licensed and installed capacities and actual production. 
Nor doe.s the company report purchase and stocks of goods 
traded by the companyin this item. cf. Ciba*-Geigy of India 

Annual Report, 1981, Notes 14, 15, 16 and 17, pp. 17- 



Large Industrial Houses have not registered themselves under the 
MRTP Act 17 the Large Industrial Houses can avail themselves of a 
variety of liberalizations and exemptions, announced from time to 
time, which are primarily meant for the constituents of the small 
and medium scale sectors of the Indian economy. The same applies 
to many of the Non-FERA but foreign controlled companies or 
associates of TNCs. 


Deemed Recognition of Installed Capacities 


Secondly, a number of undertakings state that they have been 
advised (obviously by their legal pundits) that their licensed 
capacity should be deemed to be the same as their installed 
capacity, since they were established prior to the licensing 
regulations coming into force. Table-IV.l below contains 
companies which claim to have established industrial capacities 
prior to the applicability of the provisions of the IDRA , 1951 to 
them, and they also had been in production for a number of years 
without holding the requisite industrial licences. It also 
contains names of companies which are involved in continuous 
legal battles with the government. They claim that their 
installed capacities should be deemed to be their licensed 
capacities. From the claims it appears that these companies are 
not governed by any capacity restrictions. In the past, these 
companies might have been expanding their production without 
obtaining the requisite approval under the IDRA . In recent 


17. For instance, out of 988 companies identified by the ILPIC 
as belonging to the eighteen Large Industrial Houses, as 
many as 512 did not register themselves under the MRTP Act. 
(See S.K. Goyal, Monopoly Capital and Public Policy. Allied, 
1979, Table II 1.3,, p. 24). TCLso, def aulT notices are 
pending against hundreds of companies for not registering 
under Section 26 of the MRTP Act. See Company News & Notes, 
April 1981, Vol, xlx No. 4^ for peildihg caseS~S^ 
31.12.1980, Interestingly enough, one comes across cases 
where out of the two companies under the same management, 
one is registered under the MRTP Act while the other is not. 
For instance. Mercury Paints isS Tarnishes Ltd., a company 
registered under Section 20a(il) of the MRTP Act, reports 

that Spectral Chemicals & Coatings Pvt. Lrdrj" a“'C5mpany not 

registered under the Act, is under the same management as 
the Mercury Paints. 


years, however, some of them have sought approval for 
regularization and endorsement of industrial capacities as per 
the present capacities claimed to have been installed by them. 
These companies do seem to give an Impression that the 
applicability of the ILS was a negotiable matter. Illustrative 
extracts from the Company Annual Reports are given in the 
'Remarks' column in Table-IV.l. 

An interesting feature of the list of the companies claiming 
'deemed' recognition is that it is dominated by companies 
belonging to Large Industrial Houses and the well known 
Transnationals. The list, for instance, includes Ciba-Geigy of 
India, Cadbury India, HMM, Nicholas Laboratories, Pfizer, Bata 
India, Britannia Biscuits Co., Colgate-Palmlive (I) and Cynamid 
(I) and companies of the Tata, Birla, Thapar and Sarabhai 
Houses. 

Licences Without Capacity Restrictions 

The third major highlight of the Review is with regard to 
the actual size of the 'licensed capacity' as endorsed on the 
industrial licences. Each licence, as per the IPRA , 1951 and the 
Rules of Licensing and Registration of Industrial Undertakings 
has specifically to mention the capacity in terms of the volume 
of production. We came across a good number of cases in which 
the companies had reported that they hold the necessary 
industrial licences and registration certificates but the 
capacities endorsed were 'not specified'. Appendix-VT shows 
names of such companies, their business association, the product, 
level of production and remarks made. Larsen & Toubro Ltd., an 
MRTP Act registered company, even reports that they hold a 
licence to meet the " entire country's demand" (emphasis added). 
Rradma of India Ltd. reports that it holds a "No Limit" licence. 
Vulcan-Laval reported that the capacity of food and beverage 
processing machinery has "yet to be fixed". There are others 
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however, under consideration of Central Government." (AB 1978-79, p.22) 




Name of the tonpany House/Forelgn Company's Explanation Regarding Its Licensed Capacity 
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fully considered this matter in consultation laith the Company's legal 
advisers aiKl they are unable to agree with tte current Government position. 
The matter is being appropriately taken up with Government." (Report of 
the Directors, AB. 1978, p. 4) 
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like Warner-Hindustati who claim that "It is not possible to 
ascertain or determine such licensed capacities". There are of 
course cases like Shaw Wallace and Mohan Meakin which did not 
report their licensed capacities because one of their units was 
licensed without any limit. It is significant to note that 
Hindustan Motors and Mohan Meakin both being dominant 
undertakings in their respective principal line of products, 
namely, passenger cars and beer, are not constrained by capacity 
restrictions, (See remarks in the Appendix-Vl). 

As mentioned earlier, in practice it seems to be the 
manufacturers themselves who decide if the products manufactured 
by them fall under the Scheduled Industry classification or not. 
The same seems to hold true with regard to the industries 
reserved for the small scale sector. The decision to respect the 
reservations policy is, like the ILS in general, more a matter of 
the manufacturer's own and voluntary choice and less a decision 
of the administering agencies. 

Products Reported ~ Clubbing of Licences 

The fourth, interesting feature, as revealed in the Review is 
that many of the companies report licensed capacities as well as 
production for goods in such terms which have virtually no 
meaning and would make a mockery of any regulatory system. For 
instance, Glaxo has reported that the company held a licence for 
production of 576 million "tablets" and "capsules". Sandoz 
similarly reported licensed capacities for a 'class of goods' 
which was identified as tablets, capsules, granules, ointments, 
liquids-orals and injectables. Boots, Ciba-Geigy, Parke-Davis, 
Hoechest and Roussel Pharmaceuticals report capacities in the 
same style. This is like stating capacities in terms of parcels 
and packages without indicating what products are contained in 
these. A 'tablet', a 'capsule', 'liquid' or 'foil' is a form of 
packing and does not reveal what medicine or the active 
ingredient it contains. Equally meaningless is the reporting of 
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Atul Products' of' its '576 MX ..capacity of' ”Brugs and 
Pbarmaceuticais*^ as a product*18 The practice of clubbing a 
number of specific and individual products into one undefined 
category seems to be c|uite a common practice# J#K* Chemicals 
Ltd «5 provides a typical example of mixing up different products. 
It reported a combined licensed capacity of 11,008 MT for (i) 
sodium hydrosulphite, (ii) sodium sulphoxylr te formaldehyde 
(jekolite), (ili) caustic soda, (iv) liquid chlorine,, (v) 
hydrochloric acid, (vi) sulphur dioxide, (vii) zinc chloride, and 
(viii) zinc oxide. IB It may be noted that the company is a 
dominant producer of sodium hydrosulphite, one of the chemicals 
included in the products forming part of the mix for which the 
licensed capacity has been reported.' 

The prevalence of the practice of clubbing a number of 
separate licences in Company Annual Reports is also indicated by 
a number of other important cases. For example, Axtlas Copco in 
its Annual Report for the year 1979 stated that 

In respect of ’^Rock drills and pusher legs, other pneumatic 
equipment, Aaua rigs and mechanised drilling equipment” the 
licences issued to the company list various items each with 
a separate licensed limit. However, for the purpose of 

disclosure of licensed capacity, the individual items have 

' 20 ' 

been aggregated under the respective heads shown above. 

Similarly, Chloride India reported that 

Ratteries for different types such as automotive (including 
motor cycle, scooter and heavy duty batteries) tratnlighting 
cells, stationary batteries, ground starter and aircraft, 

18. Atui Products Ltd . , Annual Report , 1979, p. 36. 

19. J.K. Chemicals Ltd., Annual Report , 1979, p. 19. 

20-. Atlas Copco (I) Ltd., Annual Report , 1979 p. 32. 
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defence portable, miner's cap lamp batteries, though covered 
by separate industrial licences have been, grouped together 
as "storage batteries". 

Hoechst Pharmaceuticals Ltd. provides yet another example of this 
practice. It reports "Separate industrial licences for 
production of various items of basic drugs and formulations have 
been grouped together. "22 This practice has to be seen against 
the statutory obligation to treat an article of manufacturing as 
a separate one for licensing purposes, if it "bears £ mark as 
defined in the Trade Mark Act, 1940 or which is subject of ^ 
Patent ."23 It appears that the requirements under the Companies 
Act are inadequate for getting a clear picture of the holding and 
utilization pattern of Industrial licences by the companies as 
they do not take note of the sub-limits mentioned in various 
licences and the location of manufacturing.^^ 

This practice of non reporting by specific commodities can 
be an effective cover to conceal sensitive or controversial 
information. For instance, it may be recalled that the DGTD had 
found that the Tata Iron and Steel Company in the mid-sixties was 
producing 'Bolts and Nuts' (now an item reserved for the small 
scale sector) at more than three times its licensed capacity. 
But the Company's Annual Report for the year 1980-81 reveals no 
licensed capacity or production data on 'Bolts and Nuts'. In all 
probability the item 'Bolts and Nuts' has now been clubbed with 
other items and is now a part of the reported 'Sa:leable Steel', 
It is not that the company has ceased to produce 'nuts and 


21. Chloride India Ltd., Report and Accounts for the year ended 

31st August , 1979, p. 22T 

22. Hoechst Pharmaceuticals Ltd., Annual Report , 1980, p. 25. 

23. Guidelines for Industries, 1979, Part I, p. Sec. 1-5. 

(AmphAsia addsa) 

24. Also see foot note 1 above, 

25. ILPIC Report, Appendices, Vol. Ill, p. 59. 
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boli's%25 The Handbook ' of :’ Indigenous Manufacturers (Engineering 
Stores) continues to show the TISCO as a manufacturer of 
industrial fasteners such as bolts, nuts, studs, and screws«27 In 
the case of multinational drug- companies it has- already been 
noted that reporting data in vague terms helps them in making 
^^all .sorts of- claims relating to the high technology nature; qf 

9 ft 

production, the amount of vital drugs produced and so on". 

The practice of clubbing of different commodities malies the 
identification of the number of licences held by a company and 
the individual utilization rates a near impossibility. For 
instance, it was reported in the Economic Times dated October 8, 
1981 that "In all Glaxo has 13 industrial licences for the 
manufacture of 32 bulk drugs, and out of these 21 items covered 
under various licences are yet to be manufactured by the 
Company". In contrast to this, the company reported licensed 
capacities for ten different items only, namely, (i) chemicals 
(il) vaccines, (ili) f ormulations-liquids , (iv) formulations- 
antibiotic, vials, (v) formulations - tablets and capsules, (vi) 
formulations - solids, (vii) medical dressings, (viii) cosmetics 
etc. - powders, (ix) cosmetics - lipsticks and (x) foods.29 One 
single item 'chemicals' is representing 13 industrial licences. 
Indian Dyestuff Industries Ltd. provides yet another interesting 
example of reporting of capacities and production data. The 
company reported information on 11 different items for the year 
1975-76.30 But since 1976-77, it has been giving the information 
after clubbing important items, namely, (i) dyes, (ii) dyes- 
Intermediates and (iii) heavy inorganic chemicals. The company 

26. Tata Iron & Steel Co. Ltd., Annual Report , 1980-81, p... ,4 5 

27. INDIA, Directorate General of Technical Development, 
Handbook of Indigenous Manufacturers (Engineering Stores), 

/r , ^ ; ; - - - ' ; ; - 

28. Nagesh Kumar and Kamal Mitra Chenoy, "Multinationals and 
Self-Reliance: A Case Study of the Drugs and Pharmaceutical 
Industry", Social Scientist , Issue No.l07, April 1982, p.27. 

29. Glaxo Laboratories (I) Ltd., Annual Report and Accounts for 

-~ff;^;.^\;: ::the :. yfear end.ed' :: 30th"-JMhe ^:viiH7-9,.- p:;^; - 

30. Indian Dyestuff Industries Ltd., Annual Repor , 1975-76, p. 
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takes the view that the "class of goods is based on 
classification given in the Industries (Development and 
Regulations) Act^ 1951" . 31 This indicates how companies attempt 
to defeat the purpose of the provisions of the Companies Act by 
following the IDRA classification. Due to this tendency, the 
number of items reported in the Annual Reports may be much less 
than the licences held. Accordingly, the number of licences 
reported and the pattern of utilization observed in the Survey of 
industrial capacities may also have got influenced by this type 
of reporting. 

The fifth practice noticed is that many of the reporting 
companies do not give licensed and installed capacities, and 
production figures in the same measurement units. For instance, 
while Fit Tight Nuts and Bolts Ltd. (a dominant undertaking under 
the MRTP Act ) reported licensed and installed capacities in 
metric tonnes, actual production figures were given in terms of 
number of pieces producGd.32 Similarly, it would not be possible 
to compare the licensed capacity of 25 lakh pounds of tufted 
carpet/yarn and production of 5,75,983 sq. metres of 'machine 
made carpets', 4,419 sq. metres of 'hand made carpets' and 
7,05,365 kg. of 'carpet yarn' reported by Modi Carpets Ltd. 33 
Similarly, Anil Starch Products reported a licensed capacity of 
1,104 M.T. of 'iron and steel forgings' while production was 
reported as 1,62,652 numbers.34 Bharat Gears, in the case of its 
only item of manufacture, reported its licensed capacity of 
'gears and gear worms' in terms of metric tonnes while production 
is reported in terms of numbers. 35 Similarly, Platewell 



31. Indian Dyestuff Industries Ltd., Annual Report, 1976-77, p. 

32. Fit Tight Nuts and Bolts Ltd., Annual Report , 1978-79, p.31. 

33. Modi Carpets Ltd., Annual Report and Accounts , 1980, p.29. 

34. Anil Starch Products Ltd., Annual Report , 1981, p.28. 

35. Bharat Gears Ltd., Annual Report , 1980-81, p.26. 


Processes reported' a ' licensed capacity of Rs*60 lakhs of 
'electro-plating equipments, plant and machinery' while the 
production is reported .as' 83 numbers*36 Sandvik 'Asia reported ' a 
licensed ' capacity' of Rso30 'million worth of' 'Sandvik coromant 
tools, milling cutters'' etc*, -while production .is reported as 
2.68, lakh num'bers.SJ In' such ' cases one cannot be sure if the 
capacities and production data reported by other companies were 
as per original licence, or whether the companies were only 
reporting licensed capacities after suitably converting the units 
of measurement to enjoy advantages of flexibility. 38 


As already mentioned earlier in Chapter-II, the problem of 
non-comparability is an acute one in the case of sugar, jute and 
textile industries. There can be genuine reasons that in certain 
industries it may not be easy to have uniform measures for 
capacity and production. But it needs to be underlined that for 
a meaningful implementation of ILS, there is a need to bring the 
units of measurement of capacities and production to comparable 
terms. 


Ambiguities Caused by 'Shifts' of Operation 


The sixth interesting feature revealed in our Review is with 
regard to ..the very concept of capacity and the manner in which 
this was sought to be brought on to a uniform basis in 1975.39 In 


36. Platewell Processes Chemicals Ltd«, Annual Report ^ 
Accounts , 1979, p. 18. 

37. Sandvik Asia Ltd., Annual Report, January-December , 1980, 

. p.'36../' '■■■7:' ; 

38. For instance, Mafatlal Industries in its Annual Report for 
the year 1981-82 explains that the licensed capacities of 
dyes and dye intermediates have *’been shown in tonnes for 
the sake o’f uniformity*^ (p.46). Champdany Jute Co. Ltd., 
informs that the ’^licensed capacity has been estimated by 
company's Mill Manager on the basis of licensed spindles. 
(Director's Report and Accounts for the Year Ended 31st 

■ : M.af ch, ' „ 198'0' , of " 'bbe company}. 

39. In fact, since 1963, capacities are being endorsed on 
licences on maximum utilization basis. In 19/2, Government 
introduced a scheme under which licences issued earlier on 
single or double shift basis can be endorsed on maximum 
utilisation basis. This was applicable to a ntiinber of 
industries. The Government extended the scheme to all 
industries in 1975. 
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spite of many years having passed, some companies continued to 
report, even in 1979, the capacities on shift basis. For 
instance Crompton Greaves, G.E.C., Hindustan Lever and Johnson & 
Johnson reported capacities in terms of shifts in their Annual 
Reports for the year 1979. In fact, the foot notes in the 
Annual Reports can be so vague as to leave a large scope for 
multiple interpretations. The reported interpretation by Johnson 
& Johnson in its 1981 Annual Report is a case in point- The 
company observes; 

...(its) Industrial Licence does not specify the number of 
shifts. The Company's contention is that the figures quoted 
therein are on single shift working. The original 
application of the company for an Industrial Licence was 
made on that basis. Licensed capacity per annum on triple 
shift basis in respect of products covered by Industries 
(Development and Regulation) Act, 1951 and manufactured by 
the company during tte period were reported... 


It is obvious from the above that the company is reporting 
licensed capacities on triple shift basis even before it obtained 
requisite permission from the Central Government. It is not only 
that licensed capacities and production are in terms of varying 
shifts; one also comes across cases where 'days' and 'months' 
are also brought in to further confuse the issue. Ciba-Geigy of 
India Ltd. provides an interesting example of this practice. The 
company reported its installed capacities of pharmaceuticals, 
textile auxiliaries, agricultural materials and intermediates on 
the basis of three shift working, while those of cosmetics viz., 
toothpastes, powders and creams in terms of triple shift - 7 
days /week basis.41 One would like to know why '7 days per week' 
has been chosen as the basis of reporting the installed 


40. 

41. 


Johnson & Johnson Ltd., Annual Report, 1981, Schedule II 
(emphasis added). 

Cf. Clba-Gelgy of India Ltd., Annual Report, 1981, p. 17. 
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capacities in the case of cosmetics only . The answer may be 
found in the fact that the company claimed 'deemed recognition' 
of its installed capacities in the case of these items which fact 
has been shown in Table-IV.l. 


The practices mentioned above appear to be widespread. The 
basic thrust of the practices is. to present data and information 
which does not reveal the true picture on any aspect of the 
effective functioning of the Industrial Licensing System. 
Various provisions of the IDKA and the Companies Act get evaded, 
ignored and violated. Since the corporate entities have been 
submitting their annual reports, technically speaking, they 
cannot be accused of keeping their own viewpoint secret. All 
reports are sent to Government. The responsibility to take 
action would seem to rest with the Government and its regulating 
wings. It would be difficult for the Government to take a 
position that these facts were not possessed by it or brought to 
its notice. There may be very genuine legal and technical 
reasons which may not allow specific action being successfully 
pursued to penalise the violations; but how long can the 
Government continue to take the ' plea that it is a helpless 
spectator? On what lines should the action be initiated to have 
effective regulations? As at present few seem to be afraid of 
the licensing system. The ILS is, perhaps, more a fiction than 
reality. . . , 


42. For instance. Instead of reporting the actual licensed 
capacities sanctioned to it, Parke-Davis (India) Ltd. 
states: "The Industrial undertaking was established prior to 
the enactment of the Industries (Development & Regulation) 
Act, 1951 and accordingly its authorisation to manufacture 
consists of the following; (i) the registration (R/22/68) 
dated 7th November, 1952 under the Industries (Development 
and Regulation) Act, 1951 in respect of the manufacturing 
activity/capacity of the Company prior to the enactment of 
the said Act, (ii) licences and letters granting permission 
to manufacture certain products in respect of which the 
capacities^ have not been quantified, (iii) licences and 
letters which Indicate sub-limits of capacity for individual 
items of manufacture detailed therein."^ (Cf. Annual Report, 
1981 of Parke-Davis (India) Ltd. p.l9). TlTus, the" company 
succeeded in withholding information on the actual 
capacities authorized to them. 



CHAPTER-V 


CONCLUSIONS 
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The Industrial Licensing System (IIS) is, on the one hand, 
restrictive and, on the other, a permissive mechanism. This 
system, when accompanied by appropriate promotional policies and 
direct interventions by the state, can play an important role in 
bringing about ordered industrial development. The Indian ILS 
owes its legal basis to the Industries (Development and 
Regulation) Act, 1951 — a statute that was conceived prior to 
the initiation of the process of planned national development and 
is modelled on a similar enactment of the United Kingdom.! It 
is often believed that the ILS has been heavily relied upon for 
regulating industrial investments to curb duplication and 
creation of excessive capacities (in addition to restricting 
entry of certain categories of investors in specified 
industries). The establishment of such excess capacities 
involves excessive capitalization in the industry and a diversion 
of scarce national resources to non-priority areas. The results 
of this study have to be seen against this overall national 
framework. They should help also to assess the degree of 
effectiveness of the ILS in regulating national industrial 
development. The Survey of industrial capacities in the large 
private sector (Chapter-Ill) provides an empirical basis for an 
objective analysis. The Survey results are contrary to some of 
the widely held beliefs and assumptions of Indian policymakers. 

The degree of success of all regulatory mechanisms is 
considerably dependent upon the reporting system and the 
efficiency of the monitoring system to take note of lapses and 
promptly to initiate necessary remedial action, including 
measures against those who have indulged In evasion or avoidance 
of the regulatory public policies. If it so happens that 


1. Cf, Goyal, S.K., "Industrial Regulation: A Trend Report", 
TJOblished in A Survey of Research in Public Administration, 
Volume Two, Indian Council ot" Social ScieHce Research, New 
Delhi, 1975. 



102 


infomation is officially asked for but is neither coinpiled nor 
analysed^ those who. are required to' submit information can easily 
indulge: .in 'violations' of law ' and' policy without fear of any 
punitive action or even detection. 'This study provides a reviexv 
of the reporting practices of' the private corporate sector with a 
special focus on the functioning of the ILS* By its very nature, 
the Review (Chapter-^IV)' is illustrative. The instances cited are 
many and the purpose is to highlight the need for a comprehensive 
monitoring system so that large industrial investments do not 
remain unregulated and devoid of a social and developmental 
perspective. 

Some of the major conclusions emerging from the Survey are 
the following; 

1. After the issuance of industrial licences there seems to be 
no machinery to ensure that licences do get implemented. 
Licensees are often able to keep the licences unimplemented 
for years together without facing the prospect of 
revocation. It is because of this that in nearly 7 per cent 
of the licences studied the licensees had not taken adequate 
steps to install productive capacities. In a little more 
than 20 per cent of the cases the capacities had been 
utilized by less than 75 per cent of the authorization. In 
about 20 per cent of the cases, the capacities installed 
were in excess of the licensed ones. Out of these in case 
of 11 per cent (344 licences) the licensees installed 
capacities in excess of their licensed capacities by more 
than 25 per cent. The fact that there is no obligation to 
implement the licences, together with the widespread 
phenomenon of excessive installation would suggest that the 
level of licensed capacities need not bear a direct 
relationship to the level of industrial capacities installed 
even by the large organized private corporate sector of the 
country. If planners have to go by the official statistics 
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with regard to capacities, policies and programmes would 
inevitably be formulated on the basis of wrong assumptions 
and expectations and . pro ject ions based on unreliable data* 

2# A comparison of the actual level of production reported ■■ by 
the licensees with • the capacities licensed reveals that in 
over 20 per cent of the total cases, no production had' taken 
place. In another 25 per cent cases, production was less 
than 25 per cent of the licensed capacity* In all, in a 
little more than/ two-thirds of the cases, the licences were 
being titilized only to the extent of 60 per cent of the 
capacities. However, in over 11 per cent of . the , cases 
production exceeded the capacities licensed. Some 'of the 
licensees have been producing at levels exceeding twice' the 
capacities licensed. 64 cases of this kind are identified 
in this study. In a country where the need to raise 
, '''productivity and achieve better utilization'' of . the invested 
capital is so well recognized, it normally would appear to 
be a .welcome . proposition if some- enterprises could achieve a 
higher level of production than what they were authorized to 
produce* One could take a position that higher production 
.should be appreciated rather than Irowned, upon by/ the .taking 
of a narrow legal view* There would certainly be good 
cause for this view, provided the items produced by these 
companies were not in violation of other economic policies. 
The 64 cases have been examined from the viewpoint of the 
products they pertain to* In most of the cases the products 
were,.. of low priority. -or' .were, reserved .for the ..s'm all /S'.c:ale, 
sector or one of the ^specially regulated industries'. The 
entry of large industry in products earmarked for production 
in the small scale sector cannot but be against the very 
spirit of the declared policies of the Government. 

3.'' Just as the 'installe.di capacities do not always correspond to 
• the licensed capacities, the .production levels reported by 
the large, corporate sector' do not fully relate to the- 
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capacities installed. In nearly two-thirds of the cases 
prodnction/ was less than 50 per cent of the installed 
capacity* Only one-fourth of the licences are being 
utilized fully,^ i*e* at levels of more than 75 per cent of 
the .installed capacities. 

4. The Indian public sector has often been criticised for poor 
efficiency* But if one compares the performance of the two 
sectors in terms of capacity utilization, one finds that the 
performance of public sector was far better than that of the 
large private sector. Out of the total of 131 Central 
Government Public Enterprises, 47 per cent of the units had 
a capacity utilization rate of more than 75 per cent. The 
proportion of licences falling in the same category was only 
24.5 per cent in the case of the large private corporate 
sector. 

5. These industrial capacities could not have been created 
without a corresponding claim on the scarce national 
resources in general and company financial resources in 
particular. The existence of unutilized capacities to so 
great an extent means that society is being deprived of 
economies of scale while consumers are being denied 
possibilities of lower costs* The consequences of the high 
level of depreciation permitted at present on plant & 
machinery, combined with gross underutilization of 
capacities, can bring about grox<rth only at a high cost. 
Such companies might survive on the basis of a captive 
Indian ma.rket but would not be able to face even mild 
international competition. 

6. The poor utilization of the industrial capacities was not 
peculiar to any single category of entrepreneurs in the 
private sector. The assumption that monopoly house 
companies and companies associated with transnational 
corporations, having vast financial and managerial 
capabilities, a well established marketing network and other 



advantages, would have a better record of capacity 
utilization, does not appear to have significant supporting 
evidence. The performance of the companies belonging to the 
two Largest Houses of the country, namely, Tatas and Birlas, 
is also not found to be any better. For instance, 75 per 
cent of the licences held by the Tata companies covered in 
the Survey and 58 per cent of those held by the Birla House 
companies studied were not being utilized even to the extent 
of 60 per cent. 

Large and excessive investments have already been made in 
most parts of the Indian industrial sector. One consequence 
of lower utilization would be a high capital output ratio 
for the economy as a whole. The phenomenon of over 
capitalization could either be due to or in spite of the 
existence of the ILS. If the large private sector has been 
authorized to make Investments which are far in excess of 
the absorption capacity and needs of the economic system, 
the fault would obviously lie with the rationale and system 
of planning that fixes the outer limits within which the ILS 
should operate. There is a need for an objective assessment 
of the process by which industry-wise plan targets are 
determined. On the other hand, if the private sector has 
made -large investments without caring to respect the ILS, 
there is an obvious need to improve the follow up and 
monitoring system. Additionally, it is equally important to 
devise ways and means to ensure that the industrial 
capabilities do not remain unutilized for considerations of 
monopoly profits and other restrictive practices. 

To the extent that the industrial licensing system (ILS) 
permits and protects the licensees from hew entrants in the 
scheduled industries, the state has a moral responsibility 
to control production, distribution, pricing and the quality 
of the industrial products. 
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9* It is an interesting feature, of the operation of 'the IIS 
that while in a large number^'of products^'Of' the^Scheduled 
Industries ,th'e"ut:ilization/-o.f' Industrial capacities is 
■extreniely poor,, the very licens^ga responsible for this 
.often produce far" in ..excess of the; authorised capacities in 
respect of some 'other products* , This;.sugges ts that there 
could have been considerable diversion of resources and raw 
materials, obtained in the . name of , one li'cehce ' 'to the 
production of items being produced under another licence* 
It would also shed doubt on claims often made that 
particular licences were not implemented on account of 
bottlenecks like lack of power and so on. Among the 
undertakings which held multiple licences and had been 
utilising their installed capacities at a low level for some 
licences while undertaking production far above their 
authorisations in respect of certain other products, the 
most important single group of companies was that of 
transnational corporations. . 

10* The violations of the ILS, in terms of the undertaking of 
production beyond the licensed capacity often in non- 
priority sectors, are confined to 102 out of 769 companies 
the Survey* If these companies are grouped according to 
the ownership and control characteristics, the most 
prominent category of companies, responsible for this kind 
of violations of the IDEA , turns out to be' that of the 
transnational companies* 

11* One observes an unmistakable trend of gradual reduction in 
the scope and coverage of the ILS over the years* This is a 
consequence of successive upward revisions in the exemption 
limit from licensing and exemption of certain industries 
from its scope* Frequent amendments in the procedures of 
ILS have made the issue 'more' complex* Furthermore,,, ' the ' ILS 
leans heavily on the 'provisions of the Honopdles and 
Restrictive Trade Practices Act , 1969 and the Foreign 
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Exchange Regulation Act ^ 1973 for its' adiHinistratlon* It 
has been observed that these Acts ha-ve their own limitations 
in terms of their coverage. To that extent ^ the scope of 
the Its also gets limited. 

12. The reporting of data and inf ormation on industrial 
capacities by private managements is certified neither by 
any technical agency nor by the auditors. The declaration 
is issued only by the managements themselves. This practice 
leaves a large scope for the company managements to ■ present 
facts in a manner convenient to them instead of revealing 
the true picture. 

13. . Inter-industry differences in the pattern of utilixa.tion of 

, industrial capacities revealed that , the level of utilization 
of licences > in terms of actual production, was worse in the 
case of -capital goods sectors (like industrial machinery, 
metal products and basic metals), than in. the case. of 
consumer goods industries like alcoholic beverages, tobacco, 
textiles* paper, ceramics and intermediates like rubber 
products, chemicals, cement etc. In terms of utilization of 
installed capacities too, the performance in respect of 
alcoholic beverages, tobacco, textiles, paper, non-metallic 
mineral products was better than in regard to the others. 

14. A detailed ' study of a specially regulated industry viz , 
alcoholic beverages, revealed that the ILS was wholly 
ignored by most of the important companies in this industry. 
While the industry was on. the banned list for many years, 
the companies have -gone, ahead with their expansion ,pl.ans.. 
The larger producers of alcoholic drinks have been able to 
avoid regulation under a variety of pleas* The gap between 
;the'.' ...deeTared, policies: ..and,, .■the ..actual .practice., is. .so large 
,' that ..,.,,o.ne.:' ls-:,3,ed;.; to' wonder ':if there. ..was inde.ed ....any ...regulatory 
system "in this country or ^ whether the , existence of _ the ILS 
was merely a matter of fiction. 
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15. Violations of the ILS have been frequent and many specific 
cases have been brought to Government notice by committees 
like the ILPIC and the Hatbi Committee. But no one has ever 
been penalized for the violations. The government is 
reported to be helpless in dealing with such cases as the 
violations have been detected after more than one year and 
thus penal action has been time barred. One wonders if this 
plea can be justified even after three decades of the 
functioning of the ILS which provided ample time to remedy 
any lacunae in the concerned laws. 

16. The Review of Annual Reports revealed that a good number of 
large sized companies claim 'non-applicability' of the 
provisions of ILS either for all or for some items of their 
manufacture. These companies included MRTP House companies 
and transnational corporations. Interestingly enough, a few 
companies which claimed 'non-applicability' of the licensing 
system to themselves, happened to be the market leaders in 
these very items. It is also often found that in respact of 
the same product, one company indicates its . licensed 
capacity while another claims non-applicability of the 
licensing provisions in respect of that very product. In 
certain cases even while a company reported licensed 
capacity for a product, its subsidiary, claimed 'non- 
applicability' of the ILS for the same product. 

17. A number of companies claim to have established 
manufacturing capacities prior to the enactment of the IDRA. 
Thus they take the position that instead of an industrial 
licence they held Registration Certificates (under Section 
10 of the Act) which did not specify any productive 
capacities. The provision of specification of productive 
capacities on registration certificates was introduced only 
in 1974 l.e., after the licensing system had already 
functioned for nearly 24 years. Apparently, the companies 
concerned had till then been enjoying the freedom to expand 



109 


and determine their own capacity without showing any regard 
to the ILS. The companies which were thus virtually 
unconstrained by the licensing regulations included some of 
the dominant undertakings registered under the MRTPA and 
those belonging to transnational corporations. These 
companies are in continuous legal battle with the Government 
and have been contending that the capacities they claim to 
have installed should be treated as their licensed 
capacities. One cannot be sure of the legal implications 
but it is obvious that such practices cut at the very root 
of all efforts to ensure regulated planned development. 

18. A number of companies of the private sector report their 
licensed capacity in terms which, if permitted by the 
authorities, would suggest that the ILS was deliberately 
being deployed to promote and protect private monopolies of 
the few. For instance, if a company reports that its 
licensed capacity was the 'entire country's demand', 'un- 
limited' or 'un-specif ied it would Imply that the 
authorities had allowed it to exercise monopolistic power in 
the Indian economy. We had, however, no means to verify if 
the Government had indeed issued licences with such 
authorizations. That is to say we were unable to determine 
whether the manner in which the companies concerned 
presented this information had, in fact, been sanctioned by 
the government. 

19. A host of companies report capacity/production statistics in 
such an ambiguous manner that it makes a mockery of the ILS. 
The drugs and pharmaceutical industry provides a typical 
example. A large number of Important companies in this 
industry report capacity and production in terms of the 
forms of packings (like 'tablets', 'liquids', 'ointments', 
'capsules' and so on) which has no relationship with the 
content or product manufactured. For one company the entire 
range of 'drugs and pharmaceuticals' formed one category for 



1 1 n 


purposes of licensed capacities and production. This 
practice has to be viewed with reference to the Companies 
Act requirements under which the capacity and production 
data has to be given for each licence held by the company. 
Such aggregations make it possible for the company concerned 
to hide the composition of the actual production. This 
might also enable a company to concentrate on the production 
of some items while not producing others at all. 
Furthermore, each industrial licence is location specific 
and a number of licences have been granted for rapid 
development of the backward areas. Reporting of production 
in general and aggregate terms makes it possible for a 
company holding more than one licence in respect of the same 
item for various regions, to concentrate production of the 
entire licensed capacity at one location while producing 
nothing at the rest. Some companies give information and 
data on capacity licensed and production in different units 
of measurement. This makes it impossible to assess the 
extent of utilization of the installed capacities. 

20. Another ambiguity of the ILS is caused by the fact that 
references to capacities are made in terms of differing 
numbers of shifts. The shift basis was replaced in 1963 
by the 'maximum utilization' criterion. In 197 2 it was 
directed that licensees operating in a few specified 
industries should get their licensed capacities endorsed on 
maximum utilization basis. Despite increasing the scope of 
this policy in 1975 to cover all industries, a number of 
companies continue to report their licensed capacities on 
shift basis. 

21. One gets an impression that the Government is unable to 
implement the ILS as many important companies are offering 
stiff resistance to the acceptance of Government directives. 
This is true at least with regard to the question of a 
standardized basis for determining licensed capacities. The 



same problem exists with regard to reserved . items aot . to 
speak of the conditions like, export obligations' and; so on 
.which are often attached to the industrial licences. 'There 
are many other loopholes in the ILS, especially in the 
taking of any legal and punitive action against defaulters. 
Interestingly, the ■ Estimates Committee (1980-81) was 
informed by the Ministry of Industry that the government had 
no power to deal with companies that claimed that production 
higher than authorized capacity arises as result of greater 
efficiency in the use of installed capacity. Apparently, 
there is 'no machinery even for checking on such claims. If 
one leaves aside past history, can the Government now claim 
that it has acquired the necessary power to be effective in 
this matter? Is it Parliament which has held back the 
enactment of the necessary legislation? Or Is it the 
absence of a will to curb violations of the regulations in 
the first place? 

Has the ILS been an ef f ec tivo ■ ins trum,ent in the pursuit of 
regulated industrial development? The empirical evidence leads 
one to doubt whether the ILS has been able to restrict or curb 
over capitalization in the organized large private sector. If 
the licences had been granted with care and the desired scrutiny, 
the economy would not have been loaded with such levels of excess 
capacities. The general thrust of industrial policy in the last 
one decade, however, has been that the Government apparently 
prefers to avoid all possibility of any objection or criticism 
from the private sector in general and the more influential 
industrialists in particular. Successive ministers of Industry 
have, on one occasion after another, taken pride in showing how 
fast industrial licences can be issued to promote industrial 
development. It is a wholly mistaken notion, that granting of 
industrial licences freely can promote industrial development. 
In fact, planned development does not imply higher investments 
alone. The achievement of higher level of investments is also 
sought by societies which make no pretense of being planned 



economies. The distinguishing mark of a planned society is in 
the 'pattern of, investments'.' In a planned society^ the 
objectives of the ILS'are very closely related to the pattern of 
Plan outlays and the ' identification of and support for priority 
industries. These must naturally be accompanied by a strong and 
effective mechanism^ to curb the diversion of capital and other 
resources for the creation of exces.sive capacities' in ' low 
priority area's. 

The fact that the organized large private sector in India 
has acquired industrial capacities that remain grossly under- 
utilized is a consequence of the liberal licensing policies 
pursued in the past. If Government policies tend to move towards 
further liberalization of the ILS and other regulations > the 
Indian economy cannot expect to achieve the social and economic 
objectives that the country is committed to pursue in a planned 
system. In fact, It is questionable whether the Indian 
industrial sector can avoid the. crisis in which it finds itself, 
merely through a dismantling of the ILS, or by adopting more 
liberal policies. 

The need for discussing the alternative policies and 
programmes that may be available to meet the challenges. Is only 
too obvious. 
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APPSNDIX~III 

A Note on the CIS House Classification 


While the Directive Principles of State Policy place an 
obligation on the state to ensure that the economic system of the 
country does not operate in a manner that would lead to 
furtherance of concentration of economic power in private hands, 
there had been no specific official guidelines upto 1970 
regarding to Large Industrial Houses. The licensing policy of 
February, 1970 restricted the further expansion of Large Houses 
into certain capital intensive and/or technology intensive 
sectors, leaving the opportunities in the remaining sectors 
primarily to other classes of entrepreneurs. For 
operationalization of ILS it is of significance to determine 
composition of the 'Large Houses'. The Monopolies Inquiry 
Commission and the Industrial Licensing Policy Inquiry Committee 
(ILPIC) provided lists of companies under the control and 
management of 75 large industrial Houses. These lists were 
adopted by the Government till February 1973, when the concept of 
'Larger Houses' was replaced by 'Group of Inter-connected 
undertakings' and 'companies registered under the MRTP Act' 

The MPTP Act suffers from a number of lacunae. For 
instance, the option to register under the Act as 'inter- 
connected undertaking' is in the main with the company Itself. 
The MRTP-Act - registered companies are supposed to be subjected 
to additional restrictions in matters relating both to the IDPA 
and the Companies Act . The HRTPA companies, for instance, are 
not supposed to take advantage of de-licensing of certain 
Scheduled Industries as announced in 1975, or the exemptions to 
the ILS, prbyided under the February 1973 Motiflcation. These 
companies are also restricted to enter manufacturing of products 
reserved for the small-scale sector. 
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Industrial Houses, for obvious reasons, would like to keep 
as many companies as possible outside the scope of the provisions 
of the l^RTP Act. A number of House companies, avoid registration 
under the MRTP Act by manipulating shareholding structure and 
Boards of Directors in a manner that enables them to get out of 
the legal obligation to be treated as part of the controlling 
House. 1 De-registration from the Act, by partial disinvestment or 
by issuing further shares to take advantage of the 
liberalizations in the ILS, is also not an infrequent practice. 
Lakme Ltd. (a subsidiary of Tata Oil Mills Co. Ltd.) and Genelec 
Ltd. (a subsidiary of General Electric Co. of India Ltd.) are 
cases in point. Thus, for purposes of economic analysis or 
policy discussions it is not sufficient or realistic to treat 
only the MS-TP-Act- registered companies as constituents of the 
Monopoly Houses. The composition of Houses, as determined, by the 
ILPIC Is considerably outdated. Apart from the changes in the 
ownership and control of many companies, a number of new 
companies have got promoted or acquired by most of the Larger 
Industrial Houses. This calls for a fresh attempt at identifying 
House-composition. For the purpose of this Survey , i.e. to find 
the relative performance of various classes of companies in 
implementing the licences a limited exercise, aimed at 
identifying each of the 769 companies included in the Survey as 
per their association with Large Industrial Houses or other 
smaller but x<7ell-knit groups of companies was undertaken.2 While 
determining the association we took note of the company history 
(e.g. an identification of the promoters), the composition of the 
Board of Directors (e.g. inter-locking of directorships and 
personalities known to be belonging to a House/Group), share- 


1. Cf. Goyal S.K., Mononoly Capital and Public Policy, Allied, 
T9T9, in particarST xhapter^irbT^ 

2. The Houses that were already identified by the ILPIC or were 
registered under the MRTP Act are referred to as 'Large 
Houses' and the groups bf 'CbtffpSfiies having established their 
separate identities are categorized as 'Other Groups'. 
See:Table-III.8 and III.ll. 



holding pattern (e.g. top shareholders as well as inter-corporate 
investments), and other linkages like the sharing of common 
facilities, sole selling agencies etc. This is in conformity with 
the criteria adopted by ILPIC. We have taken note not only of 
the findings of the Industrial Licensing Policy Inquiry 
Committee, but also of the report of the Monopolies Inquiry 
Commission and of the registrations under the MP.TP Act . The 
classification made by ILPIC has been accepted unless the present 
shareholding pattern demands otherwise. Foreign equity levels in 
various companies are determined on the basis of shareholding 
distribution schedules, company write-ups in the Bombay Stock 
Exchange Official Directory and Annual Reports and Prospectuses 
of the respective companies. The composition of the 'Top-20 
Industrial Houses' obtained as a result of this exercise, based 
on which Table-Ill. 10 has been prepared, is given below. The 
House Composition is done for the limited purpose of the present 
study on ILS. The House lists, therefore, are not comprehensive. 
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ACC 

1. Associated Cement Cos. Ltd. 


BAJAJ 

1 . Ba ja j Auto Ltd . 

2. Bajaj Tempo Ltd. 

3. Beco Engineering Ltd. 

4. Hercules Hoists Ltd. 

5. Hind Rectifiers Ltd. 

6. Hindustan Sugar Mills Ltd. 

7. Kinetic Engineering Ltd.* 

8. Maharashtra Scooters Ltd.* 

9. Matchwel Electricals (I) Ltd. 

10. MukanA.Iron & Steel Works Ltd. 


BAHGUR 

1 . Andhra Pradesh Paper Mills Ltd. 

2. Bengal Paper Mills Co. Ltd. 

3. Fort Gloster Inds. Ltd. 

4. Fort William Co. Ltd. 

5. Graphite (I) Ltd. 

6. Hastings Mills Ltd. 

7. Hindustan Wire Products Ltd. 

8. Jay Shree Chemicals Ltd. 

9. Phosphate Co. Ltd. ' 

10. Shree Digvijay Cement Co. Ltd. 

11. Shree Vindhya Paper Mills Ltd. 

12. Travancore Electro Chemical Industries Ltd. 

13. West Coast Paper Mills Ltd. 


BIRLA 

1. A.P.V. Engg. Co. Ltd.* 

2. Bally Jute Co. Ltd. 

3. Bihar Alloy Steels Ltd. ~ 

4. Birla Jute Mfg. Co. Ltd. 

5. Central India Machinery Mfg. Co. Ltd. 

6. Century Enka Ltd. 

7. Century Spg. & Mfg. Co. Ltd. 

8. Electric Construction & Equipment Corpn. 

9. Gwalior Rayon Silk Mfg. (Wvg) Co. 

10. Hindustan Aluminium Corporation Ltd. 



11. Hindustan Gas & Industries Ltd. 

12. Hindustan Motors Ltd. 

13. Hindustan National Glass & Industries Ltd 

14. Hindustan Sanitaryware & Industries Ltd. 

15. Hukumchand Jute Mills Ltd. 

16. Hyderabad Asbestos Cement Products Ltd. 

17. Indian Link Chain Mfrs.Ltd. 

18. Indian Plastics Ltd. 

19. Indian Rayon Corpn. Ltd. 

20. Indian! oolMfrs. Ltd. 

21. Jay Shree Tea & Industries Ltd. 

22. Jiyajeerao Cotton Mills Ltd. 

23. Kesoram Industries & Cotton Mills Ltd. 

24. Kusuie ProductsLtd. 

25. Mysore Cements Ltd. 

26. National Engineering Industries Ltd. 

27. National Insulated Cables Co. Ltd. 

28. National Rolling & Steel Ropes Ltd. 

29. New Swadeshi Sugar Mils Ltd. 

30. Orient General Industries Ltd. 

31. Orient Paper & Industries Ltd. 

32. Oudh Sugar Mills Ltd. 

33. Ratneshwara Jute Mills Ltd. 

34. Sirpur Paper Mills Ltd. 

35 . Sirsilk Ltd . 

36. Snowtemp Engineering Co. Ltd. 

37. Somany Pllkington' s Ltd. , 

38. Texmaco Ltd. 

39. Tungabhadra Inds. Ltd. 

40. Universal Plast Ltd.* 

41. Upper Ganges Sugar Mills Ltd. 

42. Zenith Steel Pipes & Industries Ltd. 

43. Zuari Agro Chemicals Ltd. 

CHOWGULE 

1. Arlem Breweries Ltd. 

2 . Ghowgule Matrix Hobs Ltd . 

HINDUSTAN LEVER 
1, Hindustan Lever Ltd. 
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I.C.I. 


1. Alkali & Chemical Corpn. of (I) Ltd. 

2. Chemicals & Fibres of (I) Ltd. 

3. Crescent Dyes & Chemicals Ltd. 

4. Indian Explosives Ltd. 


J.K. SINGHANIA 

1. Ganges Mfg. Co. Ltd. 

2. J.K. Business Machines Ltd. 

3. J.K. Chemicals Ltd. 

4. J.K. Cotton Spg. & Wvg. Mills Ltd. 

5. J.K. Industries Ltd. 

6. J.K. Satoh Agricultural Machines Ltd. 

7. J.K. Synthetics Ltd. 

8. Raymond Woollen Mills Ltd. 

9. Straw Products Ltd. 


KIRLOSKAR 

1. Alfred Herbert (I) Ltd.* 

2. Bharat Forge Co. Ltd. 

3. Deepak Insulated Cable Corpn. Ltd.* 

4. G.G. Dandekar Machine Works Ltd. 

5. Kirloskar Brothers Ltd. 

6. Kirloskar Cummins Ltd. 

7. Kirloskar Electric Co. Ltd. 

8. Kirloskar Ghatge Patil Auto Ltd.* 

9. Kirloskar Oil Engines Ltd. 

10. Kirloskar Pneumatic Co. Ltd. 

11. Kirloskar Systems Ltd. 

12. Kirloskar Tractor Co. Ltd. 

13. Kulkarni Black & Decker Ltd.* 

14. Mysore Kirloskar Ltd. 

15. Shivaji Works Ltd. 


LARSEN & TOUBRO 


1. Hindustan Brown Boveri Ltd. 

2. Larsen & Toubro Ltd. 


KASTURBHAI LALBHAI 

1. Anil Starch Products Ltd. 

2. Atul Products Ltd. 

3. Cynamid (I) Ltd. 
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MAFATLAL 

1. British Paints (I) Ltd. 

2. Hoechst Dyes & Chemicals Ltd. 

3. Indian Dyestuff Industries Ltd. 

A. Mafatlal Engineering Industries Ltd. 

5. Mafatlal Industries Ltd. 

6. Mindia Chemicals Ltd.* 

7. National Organic Chemical Industries Ltd. 

8. Polyolefins Industries Ltd. 

9. Standard Mills Co. Ltd. 



MODI 

1. Bombay Tyres International Ltd.* 

2. Godfrey Phillips (I) Ltd.* 

3. Modi Industries Ltd. 

A. Modi Rubber Ltd. 

5. Modi Spg. & Wvg. Mills Co. Ltd. 

6. Modipon Ltd. 


SARABHA I 

1. Ahmedabad Mfg. & Calico Printing Co. Ltd. 


SHE I RAM 

1. Delhi Cloth & General Mills Ltd. 

2. Jay Engineering Works Ltd. 

3. Shriram Bearing Ltd. 

A. Shriram Fibres Ltd. 

5. Shriram Refrigeration Industries Ltd. 


TATA 

1. Associated Bearing Co. Ltd. 

2. Belpahar Refractories Ltd. 

3. CTR Manufacturing Industries Ltd.* 

A. Crescent Iron & Steel Corporation Ltd.* 

5. Excel Industries Ltd. 

6. Facit Asia 

7. Gokak Patel Volkart Ltd. 

8. GoodlassNerolac Paints Ltd. 

9. IVP Ltd. 

10. Indian Tube Co. Ltd. 
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11. National Electrical Industries Ltd.* 

12. National Radio & Electronics Co. Ltd. 

1 3 . S im t o o 1 s L t d . ■ 

14. Stewarts & Lloyds of (I) Ltd. 

15. Tata Chemicals Ltd. 

16. Tata Engineering & Locomotive Co. Ltd. 

17. Tata Iron & Steel Co. Ltd. 

18. Tata Merlin & Gerin Ltd. 

19. Tata Oil Mills Co. Ltd. 

20. Tata Robins Fraser Ltd. 

21. Tata Yodogawa Ltd. 

22. Tinplate Co. of (I) Ltd. 

23. Voltas Ltd. 

24. Wandleside National Conductors Ltd.* 


THAFAR 

1. Ballarpur Industries Ltd. 

2. Bengal Ingot Co. Ltd, 

3. Borosil Glass Works Ltd.* 

4. Crompton Greaves Ltd. 

5. Greaves Cotton & Co. Ltd. 

6. Greaves Lombardini Ltd.* 

7. Hindustan Pilkington Glass Works Ltd.* 

8. Jagatjit Cotton Textile Mills Ltd. 

9. Jg Glass Industries Ltd. 

10. Karamchand Thapar & Brothers (CS) Ltd. 

11. New India Fisheries Ltd. 

12. New Savan Sugar & Gur Refining Co. Ltd. 

13. Ruston & Hornsby (I) Ltd. 

14. Sterling Steels & Wires Ltd.* 


* CIS Classification 
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